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U.S.  DEPARTMENT  OF  AGRICULTURE'S  BUDGET 
RECOMMENDATIONS 


TUESDAY,  MARCH  10,  1987 

House  of  Representatives, 

SUBCOBfBflTTEE  ON  WhEAT,  SOYBEANS,  AND  FeED  GrAINS, 

Committee  on  Agriculture, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  1:35  p.m.,  in  room 
1302,  Longworth  House  Office  Building,  Hon.  Dan  Glickman  (chair- 
man of  the  subcommittee)  presiding. 

Present:  Representatives  Johnson,  English,  Evans,  Penny,  Nagle, 
Jontz,  Volkmer,  Marlenee,  Roberts,  Emerson,  Smith,  Schuette,  and 
Grandy. 

Staff  present:  Phillip  L.  Fraas,  counsel;  Charles  R.  Rawls,  associ- 
ate counsel;  Vemie  Hubert,  assistant  counsel;  Glenda  L.  Temple, 
clerk;  Gr^  Frazier,  Howard  Conley,  Timothy  J.  Galvin,  and  Cliff 
Humphrey. 

OPENING  STATEMENT  OF  HON.  DAN  GLICKMAN,  A 
REPRESENTATIVE  IN  CONGRESS  FROM  THE  STATE  OF  KANSAS 

Mr.  GucKMAN.  Why  don't  we  go  ahead  and  begin. 

Today  the  subcommittee  starts  its  first  of  a  series  of  hearings  on 
program  options  to  the  1985  farm  bill.  Today  we  begin  with  the  ad- 
ministration and  reviewing  the  Department  of  Agriculture's  fiscal 
year  1988  budget  and  commodity  program  proposals. 

As  I  imderstand  the  proposals  which  will  be  presented  today  by 
Deputy  Secretary  Myers,  the  proposals  have  three  components: 
one,  the  adoption  of  the  0/92  concept  to  all  commodities;  two,  the 
reduction  of  target  prices  by  10  percent  per  year;  and,  three,  the 
reduction  of  loan  rates  by  10  percent  per  ye€ur. 

As  I  said,  today  will  be  the  first  in  a  series  of  hearings  we  will 
conduct  over  the  next  several  weeks  concerning  the  main  options 
before  the  subcommittee  for  revising  existing  programs. 

Before  I  make  any  comment  regarding  the  particular  proposals,  I 
would  say  that  it  is  my  judgment  that  far  too  little  has  been  done 
in  terms  of  serious  intellectual  debate  and  imderstanding  about 
farm  programs  and  options.  There  is  a  lot  of  talk  about  problems 
and  a  lot  of  rhetoric  and  anecdotal  talk  but  not  enough  serious  dis- 
cussion about  what  the  program  options  would  do,  how  they  would 
affect  a  variety  of  producers,  how  they  would  affect  rural  America 
in  general,  and  what  makes  sense  for  the  producer,  and  what 
makes  sense  for  the  country. 
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Far  too  little  talk  goes  into  what  we  need  to  do  to  restore  the 
health  of  rural  America.  Far  too  much  talk  goes  into  what  should 
the  specific  target  price  be  or  the  specific  loan  rate  be  and  not  the 
big  picture,  which  is,  I  think,  how  do  we  keep  a  whole  section  of 
the  country  alive,  rather  than  continue  the  deterioration  which  has 
occurred  for  too  long  a  period  of  time. 

In  my  judgment,  the  administration's  proposals  are  a  mixed  bag. 
The  0/92  proposal,  I  happen  to  personally  believe,  deserves  serious 
consideration  because  it  may  offer  a  way  by  which  we  can  engage 
in  effective  supply  management  and,  at  the  same  time,  provide  rea- 
sonable income  protection  to  producers  without  the  current  pro- 
gram's effect  of  always  having  farmers  chase  their  tail  by  requiring 
them  to  maximize  their  production  in  order  to  get  the  deficiency 
payment. 

I  believe  the  current  program  is  defensive  agriculture  at  its  high- 
est, and  defensive  agriculture  never  produces  the  results  you  want 
because  you  have  more  and  more  production,  lower  and  lower 
prices,  and  greater  and  greater  payments  from  the  Government. 

But  I  don  t  believe  that  we  have  fully  examined  the  implications 
of  the  0/92  program  as  of  yet,  and  therefore,  as  most  people  know, 
this  morning  the  full  committee  decided  not  to  proceed  on  0/92  in 
the  future  imtil  such  time  as  we  have  fully  examined  all  of  the 
ramifications. 

I  would  say,  however,  that  the  proposals  by  the  administration  to 
accelerate  the  reduction  of  target  prices  and  loan  rates  are  very 
misguided  indeed.  The  current  farm  bill  does  provide  some  modest 
reduction  in  loans  and  targets,  but  what  the  administration  pro- 
poses, in  my  judgment,  is  a  breach  of  faith  to  the  American  farmer, 
because  what  we  have  said  to  the  American  farmer  is  that  instead 
of  dropping  the  target  prices  2  percent,  3  percent,  and  5  percent 
over  the  next  3  years,  we  are  going  to  drop  them  10  percent,  10 
percent,  and  10  percent,  even  though  we  have  engaged  m  a  defini- 
tive and  specific  effort  to  lower  market  prices  in  order  to  theoreti- 
cally become  more  competitive. 

What  we  did  in  the  1985  farm  bill  was  tell  farmers,  "OK,  we're 
going  to  lower  market  prices  to  become  more  competitive,  but 
we're  going  to  keep  your  income  protection  about  the  same,  so 
you're  not  hurt  in  the  process,"  and  now  what  we  have  is,  that 
promise  of  keeping  farmers  essentially  is  being  reneged  upon  be- 
cause of  budget  savings,  and  we  now  have  the  Department  wanting 
to  reduce  that  income  30  percent  to  American  producers,  and  I 
think  that's  an  enormous  breach  of  a  promise  made  to  farmers  in 
the  1985  farm  bill. 

Regardless  of  whether  you  like  or  don't  like  the  1985  farm  bill, 
there  were  promises  made.  These  proposals  break  those  promises, 
particularly  the  reduction  in  the  target  prices.  I  think  that  because 
of  that  on  a  bipartisan  basis  they  are  not  going  to  be  treated  too 
kindly  indeed. 

So  today  what  we  want  to  do  is,  one,  get  a  statement  from  the 
administration  what  their  proposals  are  again;  two,  get  some  great- 
er specifics  on  the  0/92  proposal;  and,  three,  find  out  why,  after 
making  promises  to  producers  to  protect  them  against  lower  farm 
income  because  of  lower  market  prices,  they  now  come  in  and  ask 
us  to  legitimize  that  lower  farm  income. 
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So  with  that,  I  would  now  like  to  yield  to  the  ranking  minority 
member  of  this  subcommittee,  the  gentleman  from  Montana,  Mr. 
Marlenee. 

OPENING  STATEMENT  OF  HON.  RON  MARLENEE,  A 
REPRESENTATIVE  IN  CONGRESS  FROM  THE  STATE  OF  MONTANA 

Mr.  Marlenee.  Thank  you,  Mr.  Chairman. 

I  would  like  to  take  the  opportunity  to  welcome  all  of  the  wit- 
nesses that  we  have,  the  Under  Secretary,  Mr.  Stangeland,  and 
John,  and  the  other  witness.  I  would  like  to  welcome  you  to  the 
hearing.  Fm  pleased  you  sent  us  up  something  we  could  debate 
about  and  make  media  coverage  with.  I  think  that's  about  as  far  as 
it's  going  to  go. 

But  without  further  rhetoric  on  my  part,  why,  let's  hear  the  tes- 
timony, and  rU  have  a  great  deal  of  discussion  after  we  hear  the 
testimony. 

Thank  you,  Mr.  Chairman. 

Mr.  GucKMAN.  Thank  you. 

Do  any  other  members  of  the  subcommittee  wish  to  make  an 
opening  statement? 

Mr.  Emerson. 

OPENING  STATEMENT  OF  HON.  BILL  EMERSON,  A 
REPRESENTATIVE  IN  CONGRESS  FROM  THE  STATE  OF  MISSOURI 

Mr.  Emerson.  Mr.  Chairman,  if  I  may,  I  would  just  like  to  take 
this  opportunity  to  welcome  my  distinguished  constituent.  Deputy 
Secretary  Myers,  before  the  subcommittee. 

Peter  has  been  a  very  active  farmer  in  my  congressional  district 
for  about  30  years,  and  I  know  that  he  brings  to  the  councils  of  ag- 
riculture very  high  levels  of  consideration  and  a  deep  understand- 
ing of  the  problems  in  agriculture,  and  Tm  just  delighted  that  we 
have  someone  of  his  caliber  sitting  where  he  sits  at  the  Depart- 
ment of  Agriculture.  It  is  a  privilege  to  welcome  him  here  today. 

Mr.  GucKMAN.  Thank  you,  Mr.  Emerson. 

Mr.  Smith. 

OPENING  STATEMENT  OF  HON.  ROBERT  F.  (BOB)  SMITH,  A 
REPRESENTATIVE  IN  CONGRESS  FROM  THE  STATE  OF  OREGON 

Mr.  Sboth.  Thank  you,  Mr.  Chairman. 

I  don't  think  I  take  any  issue  with  your  opening  statement  at  all. 
No  one  expects  the  10,  10,  10,  10,  and  10  issue  to  go  anywhere,  es- 
pecially when  it  was  designed  to  become  effective  in  October  of 
1988,  1  month  before  an  election.  That's  the  first  10  percent. 
Likely,  most  of  us  wouldn't  be  around  for  the  second  one. 

I  do,  however,  wish  to  point  out  that  we  are  going  to  be  con- 
strained by  this  whole  deficit  situation,  and  your  thought  and  I 
think  the  Department's  thought  about  0/92,  snould  that  be  possi- 
ble, will  help  us  reach  some  savings  in  the  budget. 

But  of  course  the  10,  10,  10,  10  and  10  issue  is  designed  exactly 
that  way,  just  to  save  money,  without,  I  think,  even  considering  the 
impact  on  agriculture.  I  don't  support  that  either,  but  I  do  support 
the  interest  of  the  Department  and  our  mutual  interest  of  finding 
ways  of  saving  some  money  in  this  farm  bill  which  I  think  we  have 
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responsibility  to  do,  and  in  that  respect  I  support  your  efforts,  and 
I  wish  to  welcome  the  Secretary  here. 

Mr.  GucKMAN.  Thank  you,  Mr.  Smith. 

If  there  are  no  further  opening  statements,  Mr.  Myers,  it  is  a 
pleasure  to  have  you  here.  I,  too,  want  to  say,  in  echoing  Mr.  Emer- 
son's comments,  that  I  think  you  are  doing  a  credible  job  as  the 
Deputy  Secretcuy,  and  while  we  may  disagree  on  the  merits  of  pro- 
grams on  occasion,  we  know  that  you  are  doing  your  best  to  imple- 
ment policy.  So  we  are  delighted  to  have  you  here,  and  you  may 
proceed. 

STATEMENT  OF  PETER  C.  MYERS,  DEPUTY  SECRETARY  OF  AGRI- 
CULTURE, U.S.  DEPARTMENT  OF  AGRICULTURE,  ACCOMPANIED 
BY  DAVID  LYONS,  ECONOMIST,  AND  TOM  VON  GARLEM,  AGRI- 
CULTURAL STABILIZATION  AND  CONSERVATION  SERVICE 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

Mr.  GucKMAN.  Do  you  have  a  prepared  statement? 

Mr.  Myers.  I  have  a  prepared  statement  to  submit  for  the  record, 
but  I  would  just  like  to  highlight  it. 

Mr.  GucKMAN.  Without  objection,  your  entire  statement  will 
appear  in  the  record. 

Mr.  Myers.  Thank  you. 

Let  me  say,  it  is  a  privilege  to  meet  with  all  of  you  gentlemen 
this  afternoon.  The  administration  does  want  to  stay  the  course 
with  the  1985  legislation.  We  do  believe  some  adjustments  are  nec- 
essary. Current  policy  provides  too  much  incentive  to  produce  com- 
modities already  in  surplus. 

As  you  well  know,  the  President's  1988  budget  contained  recom- 
mendations for  policy  changes,  and,  as  you  have  stated,  one  is 
elimination  of  a  requirement  to  plant  a  program  crop  to  receive  a 
deficiency  pa3mient;  two  is  greater  discretion  in  adjusting  loan 
rates;  and,  three,  further  reductions  in  statutorily  mandated  target 
prices. 

The  0/92  provision  is  important  to  look  at  because  it  makes  no 
sense  in  the  current  environment  of  low  prices  and  massive  sur- 
pluses to  require  farmers  to  plant  program  crops  to  receive  Govern- 
ment income  support.  The  current  law  takes  a  step  toward  break- 
ing the  link  between  receiving  deficiency  payments  and  planting 
program  crops.  We  believe  that  the  50/92  provision  is  a  big  step  in 
the  right  direction  but  it  does  not  go  far  enough;  it  still  remains  an 
incentive  for  overproduction. 

Therefore,  we  propose  to  expand  50/92  to  0/92.  In  other  words, 
farmers  could  plant  less  than  92  percent  of  permitted  acres  and 
still  receive  92  percent  of  their  deficiency  pavments.  No  longer 
would  farmers  be  forced  to  make  uneconomic  planting  decisions  to 
receive  deficiency  pa3mients.  Producers  faced  with  low  prices  and 
high  production  costs  on  marginal  land  will  find  it  profitable  to 
idle  more  acres,  helping  to  relieve  the  current  excess  supply 
burden. 

We  also  support  further  flexibility  in  setting  loan  rates.  Even 
though  existing  law  allows  flexibility  in  establishing  these  loan 
rates,  additional  discretion  is  being  requested  to  ensure  that 
market  competitiveness  can  be  maintained  over  the  long  run. 
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All  other  provisions  pertaining  to  loan  rates  as  specified  in  the 
1985  farm  bUl,  such  as  formulas  for  determining  loan  rates  on  the 
basis  of  market  prices,  discretionary  reductions  in  loan  rates  to 
maintain  domestic  and  export  markets,  and  marketing  loan  provi- 
sions for  upland  cotton  and  rice,  would  remain  intact. 

The  third  suggestion  we  have  for  change  is  a  further  reduction  in 
target  prices.  I  would  like  to  bring  to  the  committee's  attention 
that  although  yes,  it  was  a  compromise  agreed  upon  by  the  admin- 
istration, in  fact,  we  at  the  time  of  the  debate  on  the  farm  bill,  in 
the  negotiations,  really  wanted  greater  reductions  year  by  year  in 
target  prices. 

As  you  well  know,  current  target  prices  are  an  incentive  and  an 
inducement  to  overproduce  program  crops.  At  present  levels,  they 
have  contributed  to  burdensome  stocks  and  added  to  the  cost  of 
Government  programs. 

The  administration  proposes  to  reduce  target  prices  10  percent  a 
year  from  1988  until  1990.  For  the  1990  program  year,  wheat,  feed 

Sain,  cotton,  and  rice  target  prices  all  would  be  reduced  27  percent 
>m  the  1987  level,  versus  the  10  percent  reduction  allowed  by 
current  law.  This  further  reduction  in  tareet  prices  will  lower  the 
incentive  to  produce  commodities  for  which  the  Government  is  the 
main  market. 

Thank  you,  Mr.  Chairman.  This  concludes  my  testimony,  and  I 
will  obviously  be  glad  to  respond  to  questions. 

[The  prepared  statement  of  Mr.  Myers  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  GucKMAN.  Thank  you. 

Your  testimony  covers  to  some  degree  a  letter  Secretary  Lyng 
wrote  to  the  Speaker  on  March  4,  1987,  regarding  your  proposed 
changes.  I  would  like  that  entire  letter  to  also  appear  in  the  record 
immediately  following  vour  statement  as  well  as  your  proposed  leg- 
islation to  implement  the  changes  that  you  are  talking  about. 

Let  me  just  ask  you  a  couple  of  things.  Some  people  out  in  the 
country  would  sav,  notwithstanding  your  personsd  feelings  that  in 
the  1985  farm  bill  we  didn't  reduce  target  prices  as  much  as  you 
wanted  to,  that  once  an  agreement  was  reached  as  to  what  those 
target  prices  were  going  to  be,  it  is  a  tremendous  breach  of  faith  to 
now  cut  those  target  prices  dramatically  since  it  would  have  the 
effect  of  lowering  farm  income,  at  least  in  the  short  term,  rather 
dramatically. 

Do  you  have  any  reason  to  believe  that  these  target  price  cuts 
would  not  lower  farm  income  in  the  short  term? 

Mr.  Myehs.  Well,  they  wouldn't  start  affecting  farm  income  until 
1988.  That's  one  thii^  I  think  people  need  to  be  aware  of.  Obvious- 
ly, it  would  reduce  Government  outla3rs,  and  since  a  third  of  the 
net  cash  income  to  agriculture  last  year  came  from  Government,  a 
reduction  in  target  prices  would  result  in  some  reduction  in  farm 
income.  Let's  not  forget  that  a  good  share  of  income  comes  from 
the  commodity  loans  that  the  farmers  receive  on  the  commodities. 

Mr.  GucKMAN.  There  is  only  one  issue  that  I  have  found  unani- 
mous agreement  out  there  in  my  country  on  agriculture,  from  the 
Farm  Bureau  to  the  Farmers  Union,  to  the  AAM,  to  the  bankers, 
and  that  is  that  if  we  went  ahead  with  your  proposal  right  now,  it 
would  create  havoc  at  least  in  the  first  year  that  it  is  implemented 
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and  perhaps  in  the  second  year  in  terms  of  numbers  of  farmers 
who  would  rely  on  the  Government  subsidy  who  would  suddenly 
find  themselves  on  the  brink  of  insolvency  if  that  10  percent,  10 
percent,  10  percent  were  applied  to  them. 

I  wonder  if  you  have  given  any  thought  to  the  numbers  of  pro- 
ducers who  would  not  be  able  to  make  it  if  your  proposals  went 
into  effect  over  and  above  what  the  attrition  would  be  otherwise. 

Mr.  Myers.  We  haven't  done  any  economic  studies,  but  I  have 
thought  this  out  myself,  and  I  really  believe  "havoc"  is  quite  a 
strong  word,  Mr.  Chairman,  with  due  respect.  Yes,  it  would  reduce 
to  some  extent  net  cash  income  but  not  to  that  great  an  extent. 

Most  of  our  farmers  are  getting  their  houses  in  economic  order; 
Fd  say  80  percent  of  our  commercial  farmers  are  doing  just  that, 
and  I  think  if  they  knew  ahead  of  time  that  we  were  going  to 
reduce  these  target  prices,  that  these  farmers  could  make  adjust- 
ments and  do  reasonably  well. 

Mr.  GucKMAN.  But  they  know  we  are  going  to  reduce  them  2,  3, 
and  5.  They  have  counted  on  that. 

The  other  thing  I  hear  from  my  producers  is,  "I  don't  care  what 
you  do  to  me;  just  do  it,  and  let  us  know,  and  give  us  a  period  of 
time  to  adjust  to  it."  We  did  that  in  the  1985  farm  bill.  Now  you 
are  really  changing  the  rules  in  midstream,  and  I  understand 
why — because  of  the  budget  picture — ^but  I  think  it's  unfortunate, 
ana  for  that  reason  I  thmk  that,  as  Mr.  Smith  said,  it's  unlikely 
that  that  is  going  to  happen. 

Let  me  go  to  the  0/92  and  ask  you  a  few  questions.  Under  0/92, 
if  I'm  a  producer  and  plant  0  acres,  and  during  the  following  period 
of  time  under  which  the  market  price  is  determined  for  deficiency 
pa3mients,  if  the  price  of  the  commodity  goes  up  rather  apprecia- 
bly, am  I,  in  effect,  bu}ring  a  reverse  insurance  policy?  That  is,  if  I 
Elant  nothing  and  the  price  goes  up  and  therefore  I  don't  get  the 
enefit  of  that  price  rise  because  I  haven't  planted  an3rthing,  am  I 
out  of  luck  under  the  proposal? 

Mr.  Myers.  Under  the  proposal  as  we  are  looking  at  it  now,  yes; 
therefore  I  think  the  committee  should  consider  some  means  of 
looking  back  at  the  previous  year's  deficiency  pa3mient  level  to  pro- 
vide some  cushion.  A  farmer  would  be  taking  a  chance  that  the 
market  could  dramatically  eo  up  and  greatly  reduce  his  deficiency 
pavment.  We  don't  foresee  that  m  the  immediate  future. 

Mr.  GucKMAN.  But  would  you  then  support  some  cushion  in  the 
bill  to  protect  those  producers  against  a  price  rise  if  they  would  go 
down  the  0/92  route? 

Mr.  Myers.  We  would  consider  discussion  of  that  with  the  com- 
mittee,yes. 

Mr.  GucKMAN.  Because  otherwise  I  wouldn't  recommend — I'm 
not  sure  how  I  would  recommend,  but  otherwise  I  think  that  it 
would  be  a  great  impediment  on  people  participating  in  the  pro- 
gram, unless  there  was  some  sort  of  protection  there. 

The  second  thing  I  would  ask  vou  about  the  0/92  proposal  is,  a 
lot  of  producers  consider  it  a  welfare  proposal,  getting  a  payment 
for  notning.  I  wonder  how  you  would  respond  to  that. 

Mr.  Myers.  Farmers  don't  like  to  receive  checks  from  the  Gov- 
ernment; they  prefer  to  get  it  through  the  marketplace;  and  yes,  it 
is  a  payment  not  to  produce.  As  distasteful  as  it  is  to  me,  in  times 
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of  great  surplus  anything  we  can  do  to  reduce  the  production  of 
crops  where  the  government  warehouse  is  the  only  market  would 
make  sense  to  me.  Normally,  I  would  say  that  this  is  something 
that  the  agriculture  community  doesn't  Uke. 

Mr.  GucKMAN.  Based  upon  your  numbers,  do  you  show  a  budget 
savings  by  going  down  this  road? 

Mr.  Myehs.  Very  definitely. 

Mr.  GucKMAN.  What  would  vou  say  is  motivating  the  Depart- 
ment on  the  0/92  proposal?  Budget  savings  or  reduction  of  stocks? 

Mr.  Myehs.  Reduction  of  stocks  is  the  number  one  motivation  in 
the  Department  of  Agriculture,  because  we  think,  especially  in  feed 
grains  and,  to  a  lesser  degree,  wheat,  the  ccuryover  in  the  stocks  is 
a  very  serious  impediment  to  prices  coming  up. 

Mr.  GucKMAN.  I  will  ask  more  questions  later,  but  we  will  move 
on. 

Mr.  Marlenee. 

Mr.  MAIU.ENEE.  Thank  you,  Mr.  Chairman. 

I  don't  know  whether  I  am  quite  ready  for  this  or  not. 

Looking  at  your  statement,  Mr.  Under  Secretary,  you  state  that 
current  target  prices  cure  an  inducement  to  overproduce  program 
crops.  What  crops  cure  not  program  crops?  If  your  objective  is  to 
reduce  the  price  or  the  coverage  and  protect  producer  income, 
remove  that  protection  so  that  they  don  t  produce  program  crops, 
what  alternatives  do  they  have? 

Mr.  Myehs.  Obviously,  we  have  over  half  of  our  net  cash  income 
in  agriculture  that  is  not  in  programs— livestock,  vegetables,  and 
fruits.  So  supply  and  demand  and  the  resulting  market  prices,  de- 
termine whether  production  will  expand  or  contract. 

Mr.  Marlenee.  Have  you  ever  tried  to  raise  vegetables  in  North 
Dakota,  and  Montana,  and  Kansas? 

Mr.  Myehs.  Well,  I  suspect  there  are  some  growing  months  in 
there  that  would  work.  You  are  correct.  The  point  we  cure  making 
here  is,  the  high  target  prices  are  an  inducement  to  continue  to 
produce,  because  they  have  a  guaranteed  profit  at  that  target  price. 

Mr.  Marlenee.  All  right.  Let's  address  the  guaranteed  profit. 
That's  a  key.  The  target  price,  if  I  may  look  at  the  material  that 
was  furnished  us,  is  $4.29  per  bushel  on  wheat,  for  instance.  That 
was  the  income  protection  that  we  negotiated  in  the  1985  farm  bill, 
dropping  down  to  $4.16  and  down  to  $4  a  bushel  for  1990  and  there- 
after. That  was  to  protect  producer  income.  We  negotiated  that  po- 
sition— Jack  Block,  and  this  committee,  and  Tom  Foley,  and  the 
Senate  committee.  You  cure  saying  let's  reduce  that  by  27  percent. 
Now  that's  a  reduction  of  $1.25  a  bushel.  Have  you  looked  at  the 
impact  of  reducing  the  income  $1.25  per  bushel? 

I  guess  my  question  is,  Are  farmers  making  a  30  percent  profit? 

Mr.  Myehs.  No  farmer  makes  a  30  percent  net  profit,  Mr.  Mar- 
lenee, or  I  never  have. 

Mr.  Mahlenee.  Even  the  10  percent— cure  they  making  a  10  per- 
cent profit? 

Mr.  Myehs.  It  depends  on  the  farmer.  I  imagine  the  hog  farmers 
and  some  of  the  chicken  producers  have.  I  would  question  whether 
many  row  crop  producers  make  10  percent  if  they  put  a  fair 
mcurket  value  on  their  land  and  their  machinery. 
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Mr.  Marlenee.  Even  a  land  value  that  has  been  deflated  consid- 
erably, and  with  the  expenses  of  reducing  it  10  percent  and  figur- 
ing in  the  fixed  costs,  the  land  costs,  at  a  reduced  value,  I  don't 
thuik  you  have  got  a  10  percent  profit.  If  we  don't  have  a  10  per- 
cent profit,  what  are  we  going  to  do  with  that?  Where  cure  we  going 
to  get  that  reduction?  Are  you  advocating  putting  him  out  of  busi- 


Mr.  Myers.  No,  sir. 

Mr.  Marlenee.  Well,  what  alternative  do  they  have? 

Mr.  Myers.  They  have  to  produce  at  a  lower  cost,  which  most  of 
them  are  doing  now. 

Mr.  Marlenee.  You  know,  I  haven't  noticed  how  they  cure  pro- 
ducing it.  Could  you  tell  me?  Now  you  are  a  farmer,  and  Fm  in 
agriculture.  How  do  you  produce  at  a  lower  cost? 

Mr.  Myers.  Well,  you  get  50-cent  diesel  fuel  instead  of  $1  per 
gallon  diesel  fuel.  You  maximize  your  efficiency  by  trying  to  make 
less  trips  over  the  fields.  There  are  a  lot  of  wajrs  to  look  at  it,  and 
each  individual  producer,  as  you  know,  does  that  on  his  own.  I 
think  we  are  seeing  the  time  in  agriculture  where  we  cure  going  to 
be  looking  at  net  profit  per  acre,  not  just  maximum  yield.  This  is 
what  most  of  our  good  producers  are  doing. 

Mr.  Marlenee.  Intensified  production— cure  you  talking  about 
that? 

Mr.  Myers.  Intensified  or  more  efficient  production  would  prob- 
ably be  the  best  way  to  put  it. 

Mr.  Marlenee.  When  you  intensify  production  or  you  get  a  more 
efficient  production,  you  also  raise  your  yield.  Are  you  talking 
about  farming  more  Icmd? 

Mr.  Myers.  No.  Fm  talking  about  not  necesscuily  raising  yield, 
Fm  talking  about  less  cost  per  bushel,  so  that  they  raise  the  net 
profit  per  acre. 

Mr.  Marlenee.  I  see. 

Well,  can  you  guarantee  me  that  tractors  are  going  to  come 
down  27  percent  by  1990? 

Mr.  Myers.  No,  but  I  can  guarantee  that  there  will  be  fewer  trac- 
tors purchased,  as  there  have  been  in  the  last  few  years,  because 
we  can't  afford  them. 

Mr.  Marlenee.  I'm  not  going  to  bet  with  you  on  that  one. 

Again,  I  think  my  colleague,  Mr.  Glickman,  has  already  asked 
that  question,  but  can  you  tell  me  the  impact  in  the  small  commu- 
nities and  in  the  agricultural  sector  the  impact  to  the  financial 
sector,  if  we  take  this  30  percent  off  from  the  loss  tliey  are  already 
sustaining  or  added  to  the  loss  they  are  already  sustaining?  Can 
you  tell  me  how  many  farms  will  go  out  of  business,  how  many 
businesses  will  close?  They  are  not  going  to  sell  many  tractors;  we 
know  that. 

Mr.  Myers.  No,  but  we  can  look  back  over  the  last  years,  and  we 
can  see  that  it  has  been  a  continuing  trend  that  as  we  become 
more  efficient  we  have  fewer  farmers. 

Mr.  Marlenee.  We  have  fewer  farmers,  so  that  means  we  have 
got  farmers  farming  more  land,  producers  farming  more  land,  but 
what  this  committee  has  done  and  what  I  hear  your  Department 
advocating  is  that  we  impose  strict  pa3mient  limitetions  so  that 
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each  farmer  can't  expand  because  he  is  up  against  the  payment 
limitation. 

I  think  you  are  going  to  cause  the  biggest  real  estate  crash  that 
this  country  has  ever  seen  with  strict  pa3mient  limitations,  with 
this  kind  of  proposal  to  increase  the  losses  by  30  percent  of  agricul- 
ture. I  think  you  are  going  to  see  a  devastating  crash  in  land 
values  if  we  pursue  this  course  and,  in  addition,  if  we  pursue  the 
course  of  severe  payment  limitations.  Severe  payment  limitations 
mean  that  no  producer  will  be  able  to  come  in  and  purchase  land 
that  has  to  be  put  on  the  market  because  a  farmer  is  going  out  of 
business  or  because  he  has  to  restructure  his  debt  and  has  to  sell  a 
small  parcel.  Everybody  is  up  to  the  limit,  and  nobody  is  in  the 
market  to  buy.  Fm  very  fearful  of  it. 

For  you  gU3rs  that  cure  kind  of  smiling  there  on  the  front  row,  if  I 
may  have  unanimous  consent  to  proceed  for  just  a  minute,  I  don't 
know  whether  you  were  chortling  about  what  I  said  or  whether  it 
was  a  private  story  between  you,  but  there  are  people  now  that  are 
trying  to  restructure  debt  and  are  having  a  terrible  time  trying  to 
put  that  real  estate  on  the  market. 

Mr.  GucKMAN.  Thank  you. 

I  think  Mr.  Nagle  was  next. 

Mr.  Nagle.  I  guess  I'm  a  little  confused.  I  thought  when  we 
started  this  program  in  1985  you  wanted  a  market  clearing  price — 
you  wanted  a  low  price  for  the  commodity  on  the  market.  That  was 
true,  was  it  not? 

Mr.  Myers.  That's  correct. 

Mr.  Nagle.  Back  at  home,  we  cure  at  $1.15  for  com,  and  a  good 
producer  can  put  it  in  the  ground  for  anywhere  from  $2.20  to  $2.50, 
according  to  our  university  studies.  The  theory  of  the  lower  price 
was  that  we  would  get  expanded  exports.  That's  true  also,  isn  t  it? 

Mr.  Myers.  That's  true,  and  they  cure  expanding. 

Mr.  Nagle.  I  think  the  projections,  Mr.  Myers,  if  I'm  not  mistak- 
en, call  for  an  8  percent  decrease  in  the  com  exports  this  year,  do 
they  not? 

Mr.  Myers.  Our  latest  figures  that  came  out  yesterday  showed 
we  are  projecting  a  125  million  bushel  increase  in  com  exports 
over  the  previous  estimate. 

Mr.  Nagle.  Are  we  talking  price,  or  are  we  just  talking  volume? 

Mr.  Myers.  We  are  talking  bushels. 

Mr.  Nagle.  Because  if  we  talk  price,  we  are  talking  about  an  8 
percent  increase,  aren't  we? 

Mr.  Myers.  We  are  talking  a  $3.03  target  price.  So  that's  not  too 
bad. 

Mr.  Nagle.  No,  I'm  not  talking  about  that.  I'm  just  trying  to 
work  this  through.  You  want  a  lower  price. 

Mr.  Myers,  lliat's  correct. 

Mr.  Nagle.  And  you  want  the  price  to  fall  even  lower,  so  you  can 
get  even  more  exports. 

Mr.  Myers.  I  think  the  price  of  corn  is  proving  now  that  it  is 
moving  at  this  price. 

Mr.  Nagle.  Mr.  Myers,  can  you  tell  me  one  year  since  1980  when 
farm/com  exports  have  increaised? 

Mr.  Myers.  Would  you  repeat  that  question? 
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Bilr.  Nagle.  Can  you  tell  me  one  year  since  1981  when  farm/com 
exports  have  increased? 

Bilr.  Myers.  Over  what  period?  1981  was  an  exceptionally  high 
year. 

Bilr.  Nagle.  Any  year  since  1981  to  1986. 

Mr.  Myehs.  Yes,  they  will  increase  this  year  over  last  year. 

Mr.  Nagle.  In  dollar  volume. 

Bilr.  Myehs.  No;  in  bushels. 

Bilr.  Nagle.  How  much  have  they  fallen  in  dollar  volume? 

Mr.  Myers.  That  I  have  to  find  out  and  get  you  for  the  record. 
But  the  farmer  is  still  receiving  $3.03  a  bushel  through  the  target 
price. 

Mr.  Nagle.  But,  Mr.  Mvers,  let's  be  fair.  Under  your  proposal,  he 
would  receive  30  percent  less  over  the  next  3  years. 

Mr.  Myers.  27. 

Mr.  Nagle.  Thank  you;  27  percent  less. 

So  what  you  are  saying  is,  you  want  the  price  to  continue  to  fall, 
and  you  want  to  cut  the  deficiency  pa3mient — ^the  $3.02,  you  want 
to  cut  that  down  over  the  next  3  years  by  27  percent  starting  with 
the  1988  crop  year.  Is  that  fair? 

Mr.  Myers.  That's  correct. 

Mr.  Nagle.  And  the  reason  you  want  the  0/92  program  is  to 
reduce  the  sur^us. 

Mr.  Myers.  That's  right. 

Mr.  Nagle.  So  that  the  price  can  rise. 

Mr.  Myers.  That's  right. 

Mr.  Nagle.  I  see  a  Uttle  inconsistency,  at  least  ideologically,  or 
theoretically,  from  where  you  want  us  to  go  and  where  you  were.  If 
in  1985  you  wanted  the  price  to  fall  to  a  market  cleciring  level,  you 
now  want  us  to  take  land  out  of  production  so  the  price  rises. 

Mr.  Myers.  That's  right,  because  the  law  of  supply  and  demand 
is  prettv  clear.  If  we  can  reduce  the  supply,  therefore  increase  the 
demand,  we  can,  in  fact,  increase  the  market  price  and  reduce  ex- 
penditures to  the  Government  and  increase  income  to  the  farmer 
from  the  marketplace. 

Mr.  Nagle.  What  happened  to  the  theory  that  we  wanted  the 
price  lowered? 

Mr.  Myers.  In  times  of  tremendous  surplus,  you  have  to  have  a 
competitive  price  and  make  it  lower.  If  we  can,  in  fact,  reduce  the 
amount  of  commodities  that  we  have  in  the  world,  we  can  sell 
more  at  a  higher  price,  and  that's  the  object  behind  what  we  are 
trying  to  do.  It  doesn't  happen  overnight. 

Mr.  Nagle.  Why  dont  we  just  increase  the  incentive  to  set 
aside? 

Mr.  Myers.  We  have  a  very  strong  incentive  to  set  aside  right 
now. 

Mr.  Nagle.  I  just  want  to  walk  through  these  with  you,  just  for 
my  own  education  here  on  this.  I  have  to  deal  with  com;  I  have  not 
been  here  long  enough  to  be  knowledgeable  about  wheat  or  some  of 
the  others.  The  current  administration  program  calls  for  a  20  per- 
cent paid  diversion  with  an  option  to  go  to  35. 

Mr.  Myers.  A  20-percent  set-aside  with  an  optional  15-percent 
paid  land  diversion. 

Mr.  Nagle.  The  50/92,  is  that  on  top  of  the  20/35? 
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Mr.  Myers.  That's  on  top  of  the  20/35. 

Mr.  Nagle.  And  then  we  have  a  CRP  Program  which  is  designed 
to  get  more  land  out  of  production. 

Mr.  Myers.  If  it's  highly  erodible  land;  that's  correct. 

Mr.  Nagle.  OK.  And  all  of  those  things  are  designed  to  get  sur- 
pluses off  the  market. 

Mr.  Myers.  Of  course  the  Conservation  Reserve  has  the  added 
feature  of  getting  erodible  land  out  of  production. 

Mr.  Nagle.  I  understand. 

Mr.  Myers.  Yes,  they  are  all  production  control;  that's  correct. 

Mr.  Nagle.  If  the  price  rises,  what  impact  will  that  have  on  the 
export  volume? 

Mr.  Myers.  The  only  way  the  price  would  rise  is  for  us  to  be 
competitive  in  the  world  market.  If  we,  in  fact,  were  selling  more, 
we  would  be  benefiting  from  this  higher  world  market  price  if  the 
supplv  in  the  world  was  low  enough.  This  won't  happen  overnight. 
I  don  t  mean  to  delude  you  to  think  that  it  will. 

Mr.  Nagle.  I  just  wondered,  could  you  just  give  me  a  projection 
in  terms  of  when  it  would  happen? 

Mr.  Myers.  No,  I  don't  have  that  good  a  crystal  ball,  Mr.  Nagle.  I 
wish  I  did. 

Mr.  Nagle.  All  right. 

I'd  like  to  ask  one  other  question,  Mr.  Chairman,  with  your  in- 
dulgence. 

When  the  current  Farm  Act  runs  out,  is  it  the  administration's 
goal  to  remove  the  loan  rate  and  deficiency  pa3mient  entirely? 

Mr.  Myers.  Well,  I  think,  there  again,  we  would  sit  down  with 
the  Congress  and  see  which  way  to  go.  We  think  that  if  we  could 
begin  to  reduce  these  supplies,  we  think  decoupling — true  decou- 
pling would  begin  to  make  sense,  where  we  could  just  pay  on  a  per 
acre  basis  instead  of  on  bushels,  but  we  would  have  to  begin  to 
reduce  these  burdensome  supplies,  and  of  course  that  is  1990/1991. 

Mr.  Nagle.  Well,  I  just  have  trouble  reconciling  in  my  mind 
why,  if  a  low  price  was  good  in  1985,  we  want  to  take  steps,  like 
the  0/92  program,  to  allow  prices  to  rise  in  1988,  1989,  and  1990. 

Mr.  Myers.  0/92  gives  us  one  more  weapon  on  individual  crops, 
when  they  are  in  surplus,  to  help  farmers  have  the  option  to 
reduce  supply. 

Mr.  Nagle.  There  are  some  who,  not  being  of  a  chcuitable  mood, 
would  characterize  the  market  clearing  approach  in  terms  of  the 
export  market  as  not  having  worked.  Would  you  agree  with  that 
uncharitable  characterization? 

Mr.  Myers.  Oh,  I'd  have  to  give  that  some  more  thought. 

Mr.  Nagle.  Thank  you. 

Mr.  GucKMAN.  Thank  you. 

Mr.  Roberts. 

Mr.  Roberts.  Yes,  thank  you,  Mr.  Chairman. 

I  apologize  to  the  subcommittee  for  being  late.  I  want  to  welcome 
the  Honorable  Peter  Myers,  the  Deputy  Secretary. 

Peter,  I  think  you  are  doing  a  very  good  job  under  very,  very  dif- 
ficult circimistances.  However,  let  me  point  out — Peter,  I've  got  a 
cold,  I  don't  feel  worth  a  darn,  and  we  had  a  full  committee  hear- 
ing this  morning.  I  feel  a  little  bit  like  the  quarterback  who  had 
the  play  called  in  the  huddle  and  two  pulling  guards  ran  into  each 
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other  and  I  got  sacked.  One  pulling  guard  represented  some  folks 
on  the  full  committee — and  I  won  t  go  into  that — and  the  other 
pulling  guard  was  your  staff.  I  hope  we  can  get  some  better  signals 
on  down  the  road,  and  I  look  forward  to  that. 

In  case  you  want  to  know,  we're  going  to  hike  the  ball  on  2,  not 
1,  and  you  are  for  us,  not  against  us. 

Mr.  ScHUETTE.  Would  the  gentleman  3deld? 

Mr.  Roberts.  Fd  be  delighted  to  yield. 

Mr.  ScHUETTE.  Would  you  refrain  from  sports  analogies,  please. 

Mr.  Roberts.  From  sports  analogies? 

Well,  Peter  is  a  good  sport  in  this  respect. 

Mr.  Nagle.  If  the  gentleman  would  yield  further,  most  of  us 
freshmen  are  into  opera.  Could  you  use  opera  analc^es  for  us, 
please? 

Mr.  Roberts.  Opera? 

Mr.  Nagle.  Opera. 

Mr.  GucKMAN.  Let's  stick  to  farm  discussion. 

Mr.  Roberts.  I  would  guess  I  would  just  simply  say  to  the  Deputy 
Secretary  that  the  game  is  not  over  until  the  fat  lady  sings.  Now  is 
that  enough  of  that? 

Mr.  Myers.  Let  me  say,  I  get  the  point,  Mr.  Roberts. 

Mr.  Roberts.  Yes,  thank  you.  I  appreciate  it. 

I  would  also  like  to  recognize  in  the  back  of  the  room,  Mr.  Chair- 
man, if  I  might,  a  former  staffer  of  the  House  Agriculture  Commit- 
tee, Mr.  Lee  Musil,  and  his  wife,  who  are  from  Kansas  and  happen 
to  come  from  good  old  Pawnee  County  out  in  my  country.  Lee  put 
in  many  years  of  work  for  my  predecessor,  Mr.  Keith  Sebelius. 

It's  good  to  have  you  back,  Lee. 

I  took  that  prerogative,  Mr.  Chairman,  if  I  might. 

Mr.  GucKMAN.  Well,  we  also  see  a  lot  of  sunflowers  back  there 
as  well,  people  with  the  Kansas  Farm  Bureau. 

We  are  delighted  to  have  you  all  here. 

Mr.  Roberts.  I  especially  wanted  you  to  say  that,  Mr.  Chairman. 

Now  if  I  might  proceed,  Peter,  you  say  on  page  2,  "The  market, 
not  the  receipt  of  Government  pa3mients,  should  guide  the  farmer 
in  deciding  if  it  is  profitable  to  plant  the  program  crop.  No  longer 
would  farmers  be  forced  to  make  uneconomic  planting  decisions,'' 
et  cetera,  et  cetera. 

I  have  an  awful  lot  of  people  out  there  in  the  irrigated  com  busi- 
ness who  are  trying  to  protect  their  acreage  base,  and  they  cure 
farming  for  the  deficiency  pa3mient  in  their  acreage  base. 

Congressman  Stenholm  and  I  had  in  the  acreage  base  and  yield 
section  of  the  farm  bill  a  20  percent  substitution  factor.  It  was  cut 
down  to  10  percent.  You  have  discretionary  authority  to  make  a  10 
percent  open  substitution  decision,  and  I  think  it  would  go  a  long 
way  toward  eventually  reidly  answering  some  problems  in  this  re- 
spect. The  chairman  has  indicated  his  desire  to  hold  hearings  on 
this.  Would  you  care  to  comment  on  that  proposal? 

Mr.  Myers.  Well,  at  this  time  we  don't  really  feel  that  we  should 
use  the  10  percent  substitution,  Mr.  Roberts. 

Mr.  Roberts.  Why? 

Mr.  Myers.  It's  Department  policy. 

Mr.  Roberts.  Why? 
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Mr.  Myers.  Any  time  you  allow  one  crop  to  be  planted  in  favor 
of  another,  you  do  unfair  things  to  the  crop  that  you  allow  to 
be 

Mr.  Roberts.  Well,  I  feel  compelled  to  tell  you,  Fd  like  to  go  back 
to  an  old  NCA,  a  normal  crop  acreage  kind  of  acreage  base,  have 
open  substitution,  and  let  the  farmer  plant  what  he  wants  to  plant. 
What  would  it  take  to  convince  you  that  that  would  be  the  test? 
You  see,  Fm  going  to  up  the  ante.  If  I  get  you  to  say  you  are  op- 
posed to  that,  maybe  you  will  go  for  the  20  percent. 

Mr.  Myers.  No.  What  Fd  say  is,  we  had  probably  better  go  back 
to  this  huddle  and  talk  about  it. 

Mr.  Roberts.  All  right. 

I  just  want  you  to  know  that,  in  terms  of  my  personal  opinion,  I 
have  no  greater  priority  in  behalf  of  Rood  conservation  practices 
and  our  farmers  trying  to  farm  the  market,  as  opposed  to  the  Farm 
Program,  that  is  a  top  priority  goal,  and  I  do  want  to  work  with 
you  on  that. 

Now  Fm  not  going  to  beat  a  dead  horse  here,  but  it  seems  to  me 
in  your  testimony,  when  you  are  going  to  lower  the  target  price, 
Fm  going  to  associate  myself  with  the  remarks  made  by  my  niend 
and  colleague  from  Montana. 

Just  for  the  record,  Mr.  Chairman,  Fd  like  the  record  to  show 
that  there  is  an  animal  called  a  Republican  Agriculture  Working 
Group,  and  it  has  met  in  Des  Moines  and  Chicago  and  here  in 
Washington  under  the  leadership  of  Senator  Dole,  the  minority 
leader,  rm  not  going  to  speak  for  all  Members,  but  I  think  that  we 
have  a  consensus  among  at  least  10  Members  of  Congress  from  ag- 
riculture States,  6  Senators,  6  Governors,  a  partridge  in  a  pear 
tree — I  guess  I  could  add  that  in. 

I,  personally,  am  not  going  to  vote  for  any  lowering  of  target 
price  unless  we  get  a  marketing  loan  for  wheat  and  feed  grains  or 
unless  we  have  an  Export  Enhancement  Program  across  the  board 
to  move  this  stuff  out — and  also  soybeans,  for  my  friend  here  from 
Missouri. 

I  know  there  is  some  movement  afoot  in  the  Senate  for  an 
Export  Enhancement  Program  across  the  board.  We  had  a  limited 
time  frame  last  year  on  that.  It's  my  information  the  Soviet  Union 
needs  5  to  6  million  metric  tons.  They  have  to  buy  it  by  August  1. 
Our  competitors  cannot  supply  that  right  now.  We  give  the  same 
kind  of  credit  to  the  Chinese. 

Would  you  care  to  comment  on  the  prospects  of  an  Export  En- 
hancement Program  across  the  board? 

Mr.  Myers.  Well,  Fd  have  to  say  that  that  would  be  left  up  to 
Mr.  Amstutz  and  administration  policy  as  far  as  having  an  Export 
Enhancement  Program. 

Mr.  Roberts.  Could  we  leave  it  up  to  Secretary  Lyng  instead  of 
Mr.  Amstutz? 

Mr.  Myers.  And  Secretary  Lyng,  because  he  is  the  administra- 
tion. 

Mr.  Roberts.  Am  I  correct  in  assuming  that  as  of  last  Friday  the 
Secretary  was  going  to  make  this  pitch  before  the  Domestic  Policy 
Council  and  it  was  only  because  Se<:retary  Shultz  was  not  here  that 
he  did  not  and  that  he  plans  to  further  that? 

Mr.  Myers.  I  have  no  knowledge  of  that. 
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Mr.  Roberts.  Can  you  ccury  back  to  him  a  strong  message  with 
strong  words  to  follow  that  you  have  bipartisan  support  for  an 
Export  Enhancement  Program  across  the  board  and  we  have  got  to 
get  this  stuff  out  of  here? 

Mr.  Myehs.  I  can  certainly  carry  that  to  him  directly,  and  I  will. 

Mr.  Roberts.  I  have  several  other  questions,  but  in  the  interests 
of  the  subcommittee's  time  I  think  Fll  wait. 

Mr.  GucKMAN.  We  will  come  back. 

Mr.  Evans. 

Mr.  Evans.  Thank  you,  Mr.  Chairman. 

I  guess  my  question  is  more  a  statement.  You  say  in  your  open- 
ing remarks  that  it  will  simply  take  time  for  the  provisions  of  this 
legislation  to  work;  the  administration  wants  to  stay  the  course 
with  the  1985  l^^Lation,  but  we  do  believe  that  some  adjustments 
are  necessary.  Tnen  the  adjustments  that  you  propose  I  see  basical- 
ly as  a  concession  that  the  present  Farm  Program  isn't  working,  at 
least  as  far  as  the  administration  is  concerned. 

I  know  that  we  had  the  Secretary  up,  I  guess  2  weeks  ago,  and 
even  the  members  on  the  other  side  simply  said  that  the  proposal 
wasn't  going  to  fly. 

So  I  guess  my  comment— and  Td  be  glad  to  allow  you  time  to  re- 
spond— is  that  we  want  you  to  take  the  message  back  that  this 
change  isn't  simply  going  to  work  as  far  as  both  sides  cure  con- 
cerned here,  and  while  I  dfo  favor  opening  up  the  farm  bill,  perhaps 
not  for  this  crop  year  but  for  other  crop  years,  we  would  like 
maybe  a  difiTerent  proposal  coming  from  the  administration  in  light 
of  the  criticism  that  it  is  receiving,  and  we  want  your  participation, 
at  least  in  what  we  might  be  able  to  accept,  a  counteroffer  perhaps 
coming  from  the  administration. 

If  you  have  any  comment,  I'd  be  glad  to  hear  it. 

Mr.  Myers.  No.  I  think  my  comments  cure  in  the  statement,  and  I 
understand  what  you  are  saying. 

Mr.  Evans.  Thank  you. 

Mr.  GucKMAN.  Mr.  Emerson. 

Mr.  Emerson.  Thank  you,  Mr.  Chairman. 

I  have,  I  think,  probably  more  comments  than  questions.  I  want 
to  say  that  I'm  very  attracted  to  the  0/92  program.  I  feel  that  re- 
ducing the  surplus  is  eoing  to  most  likely  have  a  beneficial  effect 
on  the  market,  and  what  I  see  in  0/92  is  the  preservation  of  tlie 
opportunity  for  the  United  States  to  reclaim  export  markets,  be- 
cause it  is  a  voluntary  program  and  bases  are  preserved,  and  I  say 
this  in  contrast  to  mandatory  supply  management  schemes  in 
which  we  send,  in  my  view,  the  wrong  signal  to  the  world.  We  are 
saying  we  are  abandoning  acreage  forever,  whereas  under  0/92  and 
similar  programs  we  are  preserving  the  bases  and  recognizing  the 
fact  that  we  do  have  a  temporary  problem  with  surpluses  that  we 
are  going  to  work  our  way  out  of,  and  I  think  that  is  the  way  to  go. 
So  I^  very  well  disposed  towards  this  proposal  of  0/92. 

I  would  also  say  that  I  think  it  is  perfectly  evident,  should  be  evi- 
dent to  the  administration,  that  the  reduction  in  tai^^et  prices 
won't  fly  because,  while  we  are  working  our  way  back  into  world 
markets  and  trying  to  reclaim  markets  that  have  been  lost  for  a 
whole  variety  of  reasons,  we  do  have  also  the  obligation  to  main- 
t£un,  as  very  best  we  can,  farm  income. 
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Also,  as  you  know,  Mr.  Secretary,  as  we  have  discussed  before, 
we  do  still  have  the  soybean  problem  out  there,  and  I  am  commit- 
ted to  doing  everything  that  I  possibly  can  in  seeing  that  there  is 
some  resolution  of  the  soybean  problem. 

Thank  you. 

Mr.  GucKMAN.  Go  ahead,  Mr.  Penny.  We  are  going  to  have  two 
votes.  So  why  don't  we  go  ahead  with  your  questions,  and  we  will 
recess  and  come  back. 

Mr.  Penny.  My  question  is  not  going  to  be  directed  toward  the 
0/92  or  the  price  support  and  target  price  cuts,  all  of  which  face 
strong  skepticism  in  this  committee  and  are  unlikely  to  be  adopted. 
Tm  more  curious  to  find  out  from  Mr.  Myers  what  combination  of 
strategies  the  administration  is  considering  to  get  rid  of  the  cur- 
rent surplus,  because  none  of  us,  none  of  us,  cure  confident  at  all 
that  we  are  going  to  see  an  improvement  in  market  prices  as  long 
as  we  have  this  kind  of  ccuryover  year  after  year. 

As  I  talked  to  Mr.  Lyng,  or  questioned  Mr.  Lyng,  a  couple  of 
weeks  ago  and  asked  about  our  export  prospects  for  the  coming 
year,  it  didn't  sound  like  there  were  great  improvements  on  the  ho- 
rizon— perhaps  a  5  percent  pickup  in  export  volume,  no  pickup  at 
all  in  overall  value  of  exports,  and  that's  not  particularly  good 
news  for  farmers  that  have  currently  6  billion  bushels  of  com  in 
the  bins  and  a  couple  of  billion  bushels  of  wheat  sitting  around.  We 
need  to  have  some  greater  assurance  from  the  Department  that 
they  cure  trying  to  get  a  handle  on  that  problem  and  implement 
some  strategies  that  will  remove  that  surplus  as  quickly  as  possible 
so  we  can  get  our  market  prices  back. 

Mr.  Myers.  Well,  I'd  certainly  agree  with  you  that  we  need  to 
remove  the  surpluses,  and  we  are  working  with  all  the  tools  that 
G>ngress  has  given  us  in  the  present  farm  bill.  In  fact,  that's  why 
we  cure  requesting  one  more  tool,  the  0/92  instead  of  50/92,  because 
we  have  two  things:  We  have  an  oversupply,  we  have  a  farm  bill 
that  costs  us  a  lot  of  money,  and  I  think  we  are  implementing  as 
much  as  we  can  as  far  as  reduction  in  crop  acreage  according  to 
the  law. 

Mr.  Penny.  Would  you  say  that  that  is  one  of  the  reasons  a 
bonus  has  been  paid  to  the  latest  enroUees  in  the  Conservation  Re- 
serve Program? 

Mr.  Myers.  Certainly.  That's  one  of  the  reasons  for  supply  con- 
trol. The  other  reason  is  to  get  more  acres  in  the  Middle  We&rt  into 
the  Conservation  Reserve  Program. 

Mr.  Marlenee.  Would  the  gentleman  yield  just  briefly? 

Mr.  Penny.  Yes,  I'd  yield. 

Mr.  Marlenee.  Mr.  Myers,  I  want  to  point  out  to  you  that  re- 
cently on  my  trip  to  Turkey  we  found  that  a  200  million  metric 
tons  sale  of  wheat  was  lost  to  the  European  Common  Market  be- 
cause this  administration  failed  to  negotiate  or  to  allow  the  Turks 
to  utilize  fully  some  of  the  enhancements  we  had  put  into  the  1985 
farm  bill.  I  call  that  to  your  attention  in  the  hope  that  you  would 
evaluate  that. 

Mr.  Myers.  OK.  I  appreciate  knowing  that. 

Mr.  Penny.  I  appreciate  Mr.  Marlenee  raisins  that  issue,  because 
it  was  another  point  I  wanted  to  lead  to,  and  that  is  the  insistence 
by  the  administration  that  we  use  our  Ehqport  Enhancement  Pro- 
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grains — and  there  are  several  of  them — in  a  very  selective  way 
which  makes  it  tough  for  us  to  compete  effectively  when  we  know 
that  many  of  our  trading  partners  apply  those  kinds  of  features 
across  the  board  on  their  export  sales.  It  really  ties  our  hands  to  be 
in  a  position  where  we  compete  with  them  here  and  there  but  give 
away  markets  to  them  everywhere  else. 

Mr.  Myers.  Well,  we  try  to  compete  directly  with,  for  instance, 
the  European  Community  in  export  sales,  and  Fm  disappointed,  of 
course,  if  we  lost  a  sale  to  Turkey  that  we  could  have  gained,  be- 
cause it  was  a  sale  that  the  European  Community  traditionally 
would  make. 

We  do  not  try  to  compete  with  Australia  for  one  of  their  custom- 
ers because  Australia  does  not  subsidize  nearly  to  the  extent  that 
we  do.  But  we  are  very  aggressively  competing  with  the  highly  sub- 
sidized countries  of  the  world  for  these  export  sales. 

Mr.  Penny.  You  assume  in  ^our  program  proposals  that  further 
reductions  in  the  loan  rate  will  make  us  more  competitive  in  the 
world  markets.  Given  the  fact  that  a  drop  of  about  25  percent,  I 
believe,  in  the  loan  rate  from  last  year  to  this  year,  or  from  the 
year  before  last  to  this  year's  grain,  got  us  about  a  5  percent  pro- 
jected bump  in  export  volume,  what  do  you  think  another  10  per- 
cent is  going  to  get  us? 

Mr.  Myers.  I  think  you  need  to  remember,  we  cure  not  asking  for 
an  automatic  10  percent  cut  in  loan  rates,  we're  asking  for  the  au- 
thority to  do  it  if  we  see  that  we  need  to  do  it  to  be  competitive. 
Maybe  we  won't  have  to  use  that  authoritv. 

Mr.  Penny.  When  we  passed  the  farm  bill,  we  had  loan  rates  at 
about  $2.50  for  corn 

Mr.  Myers.  That's  right. 

Mr.  Penny.  And  then  gave  you  authoritv  to  lower  those  loan 
rates,  which  you  happily  went  out  and  did  to  the  maximum  al- 
lowed by  law.  I  don't  think  any  of  us  are  foolish  enough  to  believe 
that  if  we  give  you  the  authority  you're  not  going  to  use  it  the  next 
time  around  as  well.  But  you  must  have  some  idea  what  kind  of 
increase  in  volume  that  is  going  to  result  in,  in  order  to  request 
that  as  a  farm  policy  change.  I  just  hate  to  have  the  Department 
come  down  here  time  and  time  again  sa}ring,  "We're  gomg  to  get 
more  exports;  just  give  us  the  authority  to  lower  these  prices,"  and 
then  we  lower  the  prices  and  we  just  don't  see  a  corresponding  in- 
crease in  exports. 

Mr.  Myers.  Well,  the  export  increase  is  coming— we  would  be 
bound  bv  the  formula.  We  couldn't  automatically  decrease  loan 
rates  unless  the  formula  for  loan  prices  would  allow  that,  and  that 
formula  is  based  on  the  average  of  world  market  prices. 

Mr.  Penny  [acting  chairman].  It  looks  like  we  have  reached  the 
point  where  evervbody  has  to  get  there  for  that  vote,  and  since  I 
don't  miss  votes  I  m  going  to  catch  up  with  the  committee. 

As  the  designated  chairman,  I'll  call  a  recess  I  think  for  about  20 
minutes,  and  then  we  should  be  able  to  get  going  again. 

Mr.  Myers.  All  right. 

[Recess  taken.] 

Mr.  GucKMAN.  Let  us  go  ahead  with  questions. 

Mr.  Jontz. 

Mr.  Jontz.  Thank  you,  Mr.  Chairman. 
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Mr.  Secret€uy,  I  hope  I'm  not  covering  ground  a  second  time,  and 
I  apologize  if  I  am.  Can  you  provide  some  estimate  of  what  you  be- 
lieve is  going  to  happen,  say,  for  the  next  2  or  3  years  in  terms  of 
the  value  of  com  exports  with  and  without  the  cuts  in  target  prices 
and  loan  rates  that  you  have  proposed — that  is  to  say,  make  the 
case  based  on  what  you  think  is  going  to  happen  in  the  value  of 
exports  as  to  why  we  should  approve  the  changes  in  loan  rates  and 
target  prices  that  you  have  suggested. 

Mr.  Myers.  Well,  of  course,  the  point  we  are  trying  to  make  with 
the  cut  in  the  loan  and  the  target  is  to  reduce  the  incentive  for  the 
producer,  who  is  not  quite  as  efficient,  to  continue  to  produce.  We 
would  like  him  to  look  at  0/92  or  something  else  as  an  alternative. 

The  guy  that  is  the  efficient  producer  is  going  to  keep  right  on 
producing  for  the  lower  target  prices.  Some  less  efficient  producers 
may  have  to  say,  "OK,  what  do  I  do?  Is  it  better  for  me  to  go  to 
0/92,  or  is  it  better  for  me  to  go  to  more  soybeans?"  I  can  give  you 
better  figures  if  you  want  me  to  supply  them  for  the  record. 

The  volume  of  exports  will  continue  to  increase.  I  feel  fairly  com- 
fortable in  saying  that,  because  we  are  competitive  for  the  first 
time.  The  value  will  be  a  more  difficult  thing  for  me  to  give  you  an 
honest  answer  to.  We  can  try,  and  we  can  get  you  the  figures. 

Mr.  JoNTZ.  Let's  just  take  the  next  year.  What  do  you  think  is 
going  to  happen? 

Mr.  Myers.  The  value  may  go  up  somewhat  but  the  farmer  will 
probably  get  his  price  from  the  loan  and  income  support  through 
target  prices  in  the  next  year. 

Mr.  JoNTZ.  Do  you  predict  any  increase  in  the  value  of  exports 
for  com  for  the  next  3  years? 

Mr.  Myers.  Yes.  I  think  there  will  be  an  increase  in  value  after 
the  second  or  third  year. 

Mr.  JoNTZ.  After  the  second. 

Mr.  Myers.  But  we  have  these  tremendous  stocks,  and  we  cure 
using  certificates  to  force  these  stocks  on  the  market,  and  when- 
ever you  force  more  stocks  on  the  market  it  is  going  to  put  pres- 
sure on  the  market  prices.  That's  the  idea  behind  these  certificates. 
That's  the  idea  behind  the  lower  prices;  push  these  stocks  out  on 
the  market  and  move  the  stocks. 

Mr.  JoNTZ.  Would  you  fathom  any  guess  in  terms  of  the  magni- 
tude of  the  order  of  increase  in  value  of  exports? 

Mr.  Myers.  I  can  get  my  economic  expert;  I'll  let  him  guess. 

Dave. 

This  is  Dave  Lyons  who  is  a  special  assistant  to  me,  who  is  an 
economist  and  also  an  ex-corn  farmer. 

Mr.  Lyons.  Actually,  my  parents  are  your  constituents  back  in 
Indiana. 

The  increase  in  value  is  going  to  be  very  slow,  but  hopefully  at 
some  point  in  time  a  little  further  down  the  road  value  of  U.S.  ex- 
ports will  once  again  increase.  The  volume,  with  these  lower  prices, 
lower  loan  rates,  is  going  to  continue  to  go  up  over  time  for  feed 
grains,  but  the  value  is  a  little  more  problematical.  That  will  take 
a  little  bit  more  time  for  that  to  happen. 

Mr.  JoNTz.  If  I  might  continue,  when  I  look  at  the  cuts  in  target 
prices  for  com,  that's  a  pretty  fair  chunk  of  change  we  cure  talking 
about  taking  out  of  the  farmer's  pocket,  and  you  have  just  told  me 
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that  you  don't  really  anticipate  an  appreciable  increase  in  the 
value  of  exports  in  the  foreseeable  future.  Fm  not  having  much 
success  getting  you  to  be  too  specific.  But  it  seems  to  me  that  we 
would  be  trading  a  great  loss  of  income  from  Government  pay- 
ments for  a  very  small  increase  in  money  coming  from  exports.  So 
where  do  we  make  up  the  difference,  or  are  we  talking  about 
asking  farmers  overall  just  to  do  with  less?  Is  that  really  what  we 
are  asking  in  the  case  of  corn  farmers,  specifically. 

Mr.  Myers.  I  think  we  are  asking  the  corn  farmer  to  be  more  ef- 
ficient and  look  at  what  his  net  profit  is. 

The  short  term,  the  next  year  or  so,  we  won't  see  an  appreciable 
difference  in  value  of  exports.  I  would  hope  2  or  3  years  down  the 
road  we  will  begin  to  see  the  difference  in  the  market  price  of  that 
com.  Now  I  say,  "I  hope."  Here  again,  it's  conjecture.  Economic 
conditions,  world  supply — there  are  so  many  factors  that  enter  into 
it  that  I  can't,  in  all  honesty,  give  you  a  good  objective  answer, 
which  is  what  you  are  seeking;  I  wish  I  could. 

Mr.  JoNTZ.  OK.  Thank  you,  Mr.  Chairman. 

Mr.  GucKMAN.  Mr.  Grandy. 

Mr.  Grandy.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  first  I  would  like  to  begin  by  saying  thank  you  to 
you  and  the  Department  for  understanding  our  problem  witn  oats 
and  for  offering  us  the  opportunity  to  get  together  with  you  and 
resolve  a  problem  administratively  as  opposed  to  legislatively, 
which  probably  would  not  have  addressed  the  needs.  So  at  the  risk 
of  offending  all  of  my  colleagues  up  here,  I'd  like  to  say  thank  you 
to  the  Department  of  Agriculture. 

And  now  to  work.  I  wanted  to  ask  if  the  Department  is  taking  a 
look  or  has  anything  in  the  way  of  research  or  discussion  involving 
the  proposed  502  plan  for  soybeans.  Do  you  know  what  I  am  refer- 
ring to? 

Mr.  Myers.  We  are  looking  at  several  different  studies,  and  it's 
still  at  the  working  level  of  ASCS,  Mr.  Grandy.  I'm  not  knowledge- 
able about  the  details  of  the  studies.  I  know  there  are  some  studies 
in  ASCS  going  on  on  different  soybean  programs — the  economics  of 
these  studies,  not  policy. 

Mr.  Grandy.  In  other  words,  you  have  no  figures  as  to  how  much 
this  might  cost? 

Mr.  Myers.  No.  We  have  no  proposals  at  the  policy  level  yet. 

Mr.  Grandy.  In  other  words,  you  do  not  have  any  idea  whether 
this  might  be  perhaps  more  cost  effective  for  the  Department. 

Mr.  Myers.  I  do  not  have  any  personal  knowledge  of  that. 

Mr.  Grandy.  Well,  basically,  of  course,  this  would  set  the  loan 
rate  of  beans  at  $5.02  with  any  combination  of  loans  and  certifi- 
cates and  cash. 

Would  you  say  at  this  point,  when  you  are  talking  about  10  per- 
cent cuts  in  the  target  prices,  that  this  is  a  program  that  you 
would  be  reluctant  to  enaorse  at  this  point,  given  what  appears  to 
be  the  mood  of  the  Department  at  this  time? 

Mr.  Myers.  You  mean  as  far  as  endorsing  it  for  soybeans? 

Mr.  Grandy.  This  is  a  soybean  program,  as  far  as  I  know. 

Mr.  Myers.  I  can't  tell  you  what  we  would  endorse  or  wouldn't.  I 
can  tell  you  that  we  realize  that  the  soybean  price  structure  has 
been  distorted  because  of  the  com  program.  There's  no  doubt  about 
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that.  We  have  been  unfau*  to  soybeans  m  what  we  have  done  with 
the  com  program. 

Mr.  Grandy.  So  you  feel  right  now  that  the  price  of,  I  believe  it 
is  $4.56 — isn't  it? — for  beans  is  too  low.  Do  you  agree  with  that? 

Mr.  Myers.  I  wouldn't  say  that.  Competitively  on  the  world 
market,  we  are  probably  too  high.  Brazil  is  probably  going  to  un- 
dersell us.  But  to  the  farmer  in  the  country,  obviously  anything  is 
too  low;  he  is  always  seeking  a  higher  price,  and  he  should. 

Mr.  Grandy.  Well,  of  course,  beans  is  the  only  program  right 
now  that  is  not  protected  by  some  kind  of  target  price.  That's  what 
I'm  hearing. 

Mr.  Myers.  The  only  program  that  has  no  set-aside. 

Mr.  Grandy.  That's  right. 

Do  you  see  the  inexorable  event  that  the  com  program  is  going 
to  force  beans  into  a  Government  program?  I  mean,  how  would  you 
stave  that  off? 

Mr.  Myers.  No,  I  don't  see  that  as  inevitable. 

I  guess  as  a  former  soybean  producer  I  have  always  held  out  the 
hope  that  the  less  the  Government  had  to  do  with  soybeans  the 
better  off  we  would  be. 

Mr.  Grandy.  Wasn't  that  always  the  feeling  in  the  soybean  com- 
munity? 

Mr.  Myers.  Yes. 

Mr.  Grandy.  I  mean  it  was  the  one  conmiodity  that  did  not  need 
a  program  and  relied  substantially  on  exports. 

Mr.  Myers.  On  the  market  and  on  exports,  yes.  The  exports 
made  a  dramatic  difference  in  soybean  prices,  especially  in  the 
middle  and  late  1970's. 

Mr.  Grandy.  But  we  are  not  seeing  that  now;  that's  my  question. 

Mr.  Myers.  We  are  seeing  an  oversupply  of  oil — of  vegetable  oil 
in  the  world  that  is  depressing  all  oil  seea  products. 

Mr.  Grandy.  I  want  to  ask  you  a  couple  of  items  that  I  guess  are 
not  huge  budgetary  items  but  of  concern  to  people  I  represent. 

Do  you  have  any  figures  on  what  it  would  cost  the  Government 
in  terms  of  yearly  budget  outlays  to  move  the  October  deficiency 
pa3rment  to  March?  That  has  been  a  topic  that  has  been  discussed, 
€uid  I  believe  there  is  a  legislative  propceal  somewhere. 

Mr.  Myers.  It  is  about  $3  billion,  and  we  would,  of  course,  move 
it  to  a  different  fiscal  year,  which  will  either  cause  problems  or 

Mr.  Grandy.  You  have  $3  billion  which  you  are  moving  from  one 
fiscal  year  to  another  Hscal  year.  You  are  going  to  pay  it  anyway. 

Mr.  Myers.  That's  true. 

Mr.  Grandy.  In  your  estimation,  is  that  0MB  driven,  that  idea? 

Mr.  Myers.  No.  We  get  concerned  with  that,  too,  because  it 
comes  out  of  OCX!.  So  we  have  to  learn  how  to  juggle  CCC  cash 
flow. 

Mr.  Grandy.  It  lust  seems  to  me,  based  on  what  I  have  heard  in 
town  meetings  and  so  forth,  that  at  least  in  my  area  there  is  gener- 
al begrudging  approval  of  the  way  the  farm  bill  is  working. 

Of  course,  a  lot  of  farmers  are  not  pleased  with  the  fact  that 
their  net  income  is  coming  from  the  Government,  but  at  least  it  is 
there.  The  major  battle  lines  seem  to  be  drawing  around  credit.  It 
seems  to  me  that  if  that  payment  could  be  made  earlier  you  might 
be  addressing  some  of  that  problem  without  having  to  eventually 
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take  on  the  problems  of  credit.  If  some  of  that  money  could  be  ad- 
vanced earlier  to  these  farmers  in  time  to  collateralize  loans  and  so 
forth,  you  might  be  able  to  stave  off  a  problem  down  the  line. 

Mr.  Myers.  You  make  a  good  point  on  the  credit,  but  by  advcmc- 
ing  every  year's  deficiency  payment  we,  in  essence,  catch  them  up, 
bcHcause  we  give  them  an  advance  deficiency  payment  on  the  1987 
crop  and  that  helps  them  with  the  production  for  the  crop,  and 
that  makes  up  for  the  fact  that  they  didn't  get  their  final  deficien- 
cy payment  on  1986. 

Mr.  Grandy.  Granted. 

What  would  be  the  feasibility  of  doing  it  temporarily? 

Mr.  Myers.  It  would  take  l^islation  to  do  it.  We  are  not  allowed 
to  do  that  by  law,  and  the  only  way  we  could  do  it  with  the  wheat 
growers  is  the  fact  that  the  Congress  l^islated  it  and  the  President 
signed  into  law  giving  us  the  ability  to  pay  wheat  payments  based 
on — what? — 5  months,  wasn't  it,  David? 

Mr.  Grandy.  Where  would  the  Department  be,  assuming  such  a 
legislative  initiative  started  to 

Mr.  Myers.  I'd  have  to  look  at  the  budgetary  impacts  of  that 
before  I  could  give  you  a  good  answer  on  that. 

Mr.  Grandy.  OK. 

Finally,  I  just  wanted  to  ask  one  question  about  the  thought 
behind  repealing  the  tax  exemption  for  gasohol  and  alcohol.  If  we 
are  looking  for  ways  to  get  rid  of  our  grain,  and  clearly  interna- 
tional markets  are  not  addressing  the  entire  need,  aren't  we,  in  a 
sense,  kind  of  shooting  ourselves  in  the  foot  if  we  don't  give  a  tax 
break  to  the  refiners  of  grain?  It  seems  kind  of  penny  wise  and 
pound  foolish  to  me,  I  guess. 

Mr.  Myers.  I  may  be  corrected,  but  Dave  says  we  currently  do 
give  a  tax  break  to  the  producers  of  ethanol. 

Mr.  Grandy.  It  is  my  understanding  it  is  going  to  be  repealed. 

Mr.  Myers.  It  does  phase  out. 

Mr.  Grandy.  That  is  my  point. 

Mr.  Myers.  There  again,  it  would  have  to  be  quite  a  tax  break, 
because  at  this  point,  with  the  price  of  oil,  ethanol  is  really  not 
competitive.  As  a  com  farmer,  I  would  be  supporting  €uiy  way  to 
use  com. 

Mr.  Grandy.  It  seems  as  though  we  get  into  a  situation  where 
we  wait  for  the  price  of  oil  to  go  up  before  we  start  addressing 
these  needs. 

I  would  encourage  you  to  not  repeal  that  fuel  tax  exemption.  I 
know  that  it  is  of  m^or  concern  to  producers  in  my  area. 

Mr.  Chairman,  I  yield  back  the  balance  of  my  time. 

Thank  you,  gentlemen. 

Mr.  Guckman.  Thank  you. 

Let  me  just  ask  a  couple  more  questions,  and  then  we  will  go 
around  a  few  more  times. 

I  am  concerned  about  something  in  the  1985  farm  bill  that  calls 
for  a  reduction  in  program  yields.  As  I  understand  it,  the  1985 
farm  bill  allows  yields  to  decline  over  time.  Last  year,  we  froze  that 
decline.  But  if  we  are  going  to  go  into  a  situation  of  lower  program 
yields,  it  means  lower  payments,  and  if  we  combine  lower  program 
yields  with  a  dramatic  reduction  in  target  price  pa3rment8  we  have 
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kind  of  a  permutation  on  a  reduction  which  is  going  to  enhance  the 
lowering  of  income.  I  wonder  if  you  might  comment  on  that. 

Mr.  Myers.  First,  from  the  technicsd  side,  let  me  have  Mr.  Tom 
Von  Garlem  from  the  ASCS  answer  you  rather  than  repeating  it. 

Mr.  GucKMAN.  All  right. 

Mr.  Von  Garlem.  Mr.  Chairmcm,  as  I  understand,  you  were  con- 
cerned about  the  yield.  We  use  a  &-year  yield,  drop  tiie  high,  drop 
the  low,  and  divide  by  3,  and  essentially  this  was  lower  than  the 
yield  that  was  in  effect  in  some  cases  for  the  1985  crop,  and  then 
there  was  a  let-down  provision  which  reduced  the  payment  yield  on 
a  graduated  basis.  But  we  were  not  anticipating  a  further  decline 
because,  in  effect,  it  was  freezing  the  yield  at  this  newly  legislated 
level. 

Mr.  GucKMAN.  For  the  remaining  life  of  the  farm  bill? 

Mr.  Von  Garlem.  Well,  the  Secretary  had  the  authority  to  go 
back  to  proven  yields  beginning  in  1988,  and  I  believe  he  has  an- 
nounced that  we  were  not  going  to  do  that.  So,  effectively,  it  would 
be  frozen  for  the  period. 

Mr.  GucKMAN.  OK. 

I  don't  want  a  sleeper  issue  to  hit  us  on  the  side  on  this  one,  in 
terms  of  I  think  we  came  in  and  froze  yields  last  year  because  we 
were  afraid  of  what  those  reductions  would  be  in  future  years.  So 
you  are  telling  me  that  we  will  not  have  to  deal  with  that  issue  for 
the  remaining  3  years  of  the  1985  farm  bill? 

Mr.  Von  Garlem.  I  don't  believe  there  would  be  a  mcuor — any 
further  decline,  because  the  absolute  yield  that  was  used  for  the 
1986  crop  under  that  farm  bill  was  lower  in  a  lot  of  cases  than  the 
yield  that  had  been  used  under  the  previous  bill. 

Mr.  GucKMAN.  In  the  Farm  Bureau  News  on  March  9,  they  talk 
about  0/92,  and  in  there  I  read  the  following:  ''Farm  Bureau  sent  a 
telegram  stating  its  opposition  to  the  legislation  to  all  members  of 
the  House  Ag  Committee.  Under  a  zero  planning  program,  tenants 
would  have  no  protection  against  land  owners  inmo  would  fail  to 
renew  a  lease  and  would  collect  the  deficiency  parent  without 
the  need  for  a  tenant."  This  was  a  note  from  John  Datt  to  us.  Are 
you  familiar  with  what  he  is  talking  about? 

Mr.  Myers.  I  am  very  familiar  with  the  problem,  and  we  are  just 
in  the  process  of  putting  out  new  regulations  on  protection  of  ten- 
ants, if  Tm  not  mistaken,  Mr.  Von  Garlem.  But  it  will  not  protect  a 
person  who  has  just  a  year-to-year  lease.  He  will  be  protected  for 
the  year  that  he  is  in,  and  if  he  has  a  longer-term  lease  it  will  fully 
protect  him,  and  it  varies  State  by  State  when  the  landlord  has  to 
give  his  tenant  notice  as  to  whether  he  should  or  should  not  move. 
There  is  protection  for  the  tenants  on  a  year-to-vear  basis. 

Mr.  Von  Garlem.  There  is  l^islation,  and  we  have  put  into 
effect  regulatory  language  implementing  long  term  protection  of 
tenants,  but  we  do  find  that  any  time  there  is  a  mcgor  diversion 
program  or  a  program  of  that  nature  there  is  always  additional 
pressure  brought  upon  those  provisions. 

Mr.  Marlenee.  Would  the  chairman  jrield? 

Mr.  GucKMAN.  I  would  be  glad  to. 

Mr.  Marlenee.  Are  you  sajring  that  you  do  have  the  authority  to 
address  this  problem?  And  the  second  part  of  that  question  is  that 
if  you  do  have  that  authority  and  we  pass  the  legislation,  0/92,  first 
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of  all  on  the  disaster  program,  or  for  the  1977  winter  wheat,  and, 
secondly,  if  we  expand  it  to  spring  wheat  and  other  crops  for  1977, 
1978,  perhaps  longer,  that  tenant  rights  will  be  considered  in  that? 
There  are  two  parts  to  that  question. 

Mr.  Myers.  Yes,  sir.  Tenant  rights  will  be  respected,  but  also  the 
law  will  be  adhered  to  as  far  as  leases. 

I  looked  at  the  proposed  r^ulations,  and  I  think  they  go  over- 
board in  protecting  tenant  rights; 

Mr.  Marlenee.  I  thank  you. 

I  thank  the  chairman  for  yielding. 

Mr.  GucKBfAN.  Just  let  me  ask  a  couple  of  questions  about  soy- 
beans. For  the  record,  what  is  your  position  regarding  the  planting 
of  soybeans  for  harvest  on  underplcmted  acreage  of  other  conmiod- 
ities  affected  by  0/92? 

Mr.  Myers.  We  would  be  opposed  to  anything  being  planted  on 
those  conserving  use  acres  under  0/92  other  than  very  exotic  crops 
that  are  already  spelled  out  in  the  Food  Security  Act. 

Mr.  GucKMAN.  That  is  the  same  position  you  have  given  us 
before. 

Mr.  Myers.  Yes. 

Mr.  GucKMAN.  What  dollar  numbers  do  you  have  in  the  Depart- 
ment on  the  savings  if  we  would  adopt  0/92  for  wheat  and  feed 
grains  for  the  1988  crop? 

Mr.  Myers.  We  can  provide  that  for  the  record  rather  than 
guessing  that. 

Mr.  GucKMAN.  OK. 

We  are  having  a  hearing  on  decoupling  on  Thursday.  I  don't 
know  if  you  are  going  to  be  here  or  who  else  from  the  Department 
is  going  to  be  here.  While  I  realize  that,  again,  to  make  sure  that 
Mr.  English's  presence  has  adequately  protected  the  hearing,  0/92 
is  not  the  same  as  decoupling;  right? 

Mr.  Marlenee.  I  would  agree  with  that. 

Would  the  chairman  yield? 

Mr.  GucKMAN.  Yes. 

Mr.  Marlenee.  If  somebody  would  explain  decoupling  to  me — it 
was  always  "uncouple"  when  I  unhitched  the  elevator,  but  decou- 
pling is  something  else. 

Mr.  Myers.  Decoupling  is  an  attempt  to  take  away  payments 
from  bushels  and  put  payments  on  acres.  That's  probably  the  easi- 
est way  to  say  it. 

Mr.  Marlenee.  I  thank  the  chairman. 

Mr.  Guckman.  We  ought  to  have  some  numbers  as  quickly  as 
possible. 

Mr.  Myers.  We  will  have  the  numbers  for  you. 

Mr.  GucKBAAN.  What  you  believe  the  savings  would  be  if  we  were 
to  expand  the  0/92  into  future  years.  We  at  least  ought  to  have 
some  idea  of  how  many  dollars  we  are  talking  about  there. 

[The  information  follows:] 
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rottiHlal  iudoet  labels  fro«  Adoptltn  vf  0*ft 
rrovltlon  Ur  in^90  Crept 

Oirrtfit  Jw  9t9i\^%  •  -SO-W  optiM  In  liMcli  prodvctrt  tf  f-6  ralw. 
wheat,  rfct  and  upland  cotton  m^  rtcclvt  92  percent  of  the  deficiency 
p^yvntt  hy  planting  as  little  at  SO  percent  of  the  acreage  to  the  progrM 
crop* 

—  To  cUla  deficiency  piiyiMntt  on  the  to-called  "dnder-planted" 
acreage,  producert  nitt  comply  with  the  annual  acreage  reduction 
prograo  on  the  entire  piy«ent  acreage  and  wtt  devote  oiv  under^ 
planted  acreage  to  a  conserving  oso. 

The  0-92  propoial  would  renove  the  requlrenent  to  plant  at  least  SO  percent 
of  the  prograo  acreage  to  receive  92  percent  of  the  deficiency  pi\yMnts. 

—  The  reqiriroKnts  to  conply  with  the  annual  acreage  reduction  on 
the  pKyaent  acres  and  to  estiblith  a  constrvatlen  use  on  the 
under-planted  acres  would  still  apply. 

In  detenrining  whether  to  participate,  o  producer  would  need  to  weltfi  the 
expected  cash  costs  of  production  against  the  loan  rate,  idilch  will  hove 
been  announced.    The  risk  thdt  ^rket  prices  My  rise  above  the  expected 
levels  and  reduce  the  deficiency  piywnt  also  aust  be  considered. 

—  These  uncertainties  vastly  co«pl1caU  aiv  atteivts  to  ostlMU  overall 
participation  and  budget  savings  froa  the  0-92  provision. 

The  returns  on  typical  fanv  still  fitor  parti clpatton  In  the  usual  acreage 
reduction  progrims  and  seeding  the  ptfwitted  icreagt.    The  likelihood  that 
the  0-92  protfUion  will  cause  very  lirge  acrtiget  to  be  reaovod  frea  crep 
producilofi  U  quite  snail.    Cstlnatts  of  thft  toti>  acreage  that  aloht 
partlclpau  In  0-92  have  consistently  ranged  between  2  iillllon  and  %  atlllon 
•cres. 

tudget  savings  under  either  SO-92  or  0-92  arise  chiefly  froa  the  decline  In 
•ctual  production  eligible  for  price  support  loans. 

—  The  provision  Is  expected  to  reduce  planted  acreage,  pertlcularly 
for  crop^  tthert  stocks  are  fxcesslve  and  prices  are  we*  end  Where 
product! ofl  co4tt  and  risks  are  high.    As  noted  above.  It  Is  difficult 
to  preclstly  estlaate  the  aaount  of  acreage  that  will  he  taken  out  of 

production, 

—  Reduced  acreage  would  lead  to  less  production  eligible  for  price  support 
loans.  r-  n- 

—  The  decline  In  loan  activity  Is  likely  to  be  nearly  the  entire  foregone 
production,  since  the  acreage  represents  aarglnal.  or  "surplus*  acreage. 

""    ?*J?  •^Mced  forfeitures,  there  would  also  be  savings  In  storage  and 

handling. 

—  The  additional  acreage  Idled  under  0-92  could  otherwise  have  been  fully 
planted.    Thus,  a  slight  saving  In  deffdency  piyaenu  arises  when  only 
92  percent  of  the  p^yaents  are  aade  rather  than  a  larger  percentage 
reflecting  full  planting. 
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l!l!^?ti!!?  •"•"!!  ^"^  •^^  J^^wtt  about  tut  Mctrtalmits  tf  pertldpatlon. 

•  tmtat: 

*'  !??1^  *  "llllon  aort  acrts  per  jftar  art  tstlmtcd  to  be  Idled  under  the 
0-92  prograa. 

—  Tlie$e  acres  repreaent  production  of  about  40  af  lllon  busheU. 

—  Loan  savings  would  aaount  to  about  $80  aflllon  per  ^ear. 

—  Storage  and  handling  avoided  vNon  the  loans  art  not  subsequently 
forfeited  sight  total  another  $10  ainion  per  year. 

"  Ef^flf''^..^^'^^*  »f^  on  the  8  percent  of  the  acreage  that  nould 
otherwise  have  been  planted  afght  be  as  auch  as  $S  aflllon  per  year. 

•  Com; 

-  The  O-W  provision  Is  estlaated  to  Idle  an  additional  1.8  aflllon  acres 
of  com  annually. 

-  Foregone  prodii||1on  would  be  about  180  allllon  bushels  per  year. 

-  Loan  savings  would  be  about  $300  aflllon  per  year. 

•"    XS''???,?'^  handling  avoided  alght  total  an  additional  saving  of 
$20  allllon  per  year.  ^ 

-  Oefldenof  pi^yaents  on  the  8  percent  of  the  additional  Idled  acreage 
alght  constitute  a  saving  of  $S  to  $10  allllon  per  year,  at  aost. 

•  Other  Feed  Oralns: 

—  About  one-half  aflllon  acres  of  sorghua  and  barley  am  estlaated  to  he 
Idled  annually  under  the  0-92  pmvlslon. 

—  About  20  allllon  bushels  of  sor^ua  and  about  10  allllen  bushels  of 
barley  would  be  foregone. 

-  Storage  and  handling  avoided  would  total  about  $S  aflllon  per  year. 

-  Loan  savings  would  total  about  $40  aflllon  dollars  per  year. 

•  Cotton; 

"'    &S5  ^•L*  f^}  one-half  aflllon  acres  am  estlaated  to  be  Idled  If  the 
0-92  pmvlslon  Is  enacted. 

—  Foregone  produaion  would  he  about  .8  aflllon  bales. 
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—    Loan  savings  would  tikt  the  fori  of  rtduccd  loan  def1c1tnc;y  payaents  or 
raductd  Miiiti1fli9  loan  tflfftrtiitlals.    Tlic  savings  would  aiiount  to  about 
SIS  Billion  par  jftar. 

••    Tlie  deflcltncy  piiyMant  saving  on  the  8  percent  of  the  acreage  that 
otherwise  would  have  been  planted  could  be  up  to  $S  Billion  per  jfoar. 


Sunmry, 


About  9.S  Billion  acres  per  jfear  are  estlnated  to  be  Idled  by  the  0-92 
progra*. 

Savings  In  net  lending  of  a  little  over  $400  allllon  per  year  would 
result  If  9.S  Billion  acres  are  signed  Into  the  prograa. 

Savings  on  transporatlon  and  storage  alght  total  about  $3S  Billion  per 
year. 

A  slight  saving  on  deficiency  payaents  totalling  about  $10-20  Billion 
per  year  at  the  aost  would  be  realised  because  there  would  be  no  paywent 
on  8  percent  of  the  acreage  that  otherwise  could  be  planted. 


U.S.  Departnent  of  ^rlculture 
March  12.  1987    ^ 
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Mr.  GucKMAN.  Let  me  ask  you  one  other  question.  I  want  to  go 
back  to  this  issue  of  0/92,  because  I  think  there  is  a  lot  of  confusion 
and  a  lot  of  mixed  feelings  about  this  up  here.  To  some  extent, 
there  are  some  folks  who  believe  that  this  is  a  Trojan  horse  that 
you  are  bringing  down  here  and  you  have  got  something  inside, 
perhaps  some  warriors  from  0MB  who  want  to  destroy  all  farm 
programs.  I  want  you  again  to  put  on  the  record  why  you  think 
0/92  is  the  way  to  go  and  whether  you  think  it  is  the  first  step  in  a 
decoupling  proposal. 

Mr.  Myers.  OK.  For  the  record,  there  is  no  Trojan  horse  with 
0/92.  To  me,  it  is  an  opportunity  for  an  individual  farmer  to  look 
at  this  option  and  decide  if  he  can  make  more  net  profit  by  getting 
92  percent  of  the  deficiency  payment  than  he  can  by  going  ahead 
and  farming  to  protect  his  base  and  putting  com  or  wheat  in  the 
loan  and  exposing  the  Government. 

So  it's  a  win  for  the  farmer  if  he,  on  his  own  individual  oper- 
ation, can  make  more  net  profit  per  acre.  It's  a  win  for  the  Govern- 
ment, because  it  reduces  outlays — obviously  92  percent  of  a  defi- 
ciency payment  is  lower  than  100.  It  reduces  loan  exposure  €uid  . 
storage  payments.  So  it's  a  win  both  places. 

On  the  negative  side,  we  have  to  admit  that  it  will  impact,  to 
some  degree,  agribusiness  in  some  areas. 

Mr.  GucKMAN.  At  least  most  of  the  numbers  I  have  seen  show 
that  most  producers  are  still  better  off*  by  going  into  the  program 
than  going  0/92.  At  least  those  were  the  numbers  provided  to  us  by 
committee  staff.  Would  you  agree  with  that? 

Mr.  Myers.  I  would  agree  to  that.  Here  again,  it  would  depend 
on  the  situation.  If  the  person  owned  his  land,  it  might  be  more 
attractive.  If  it  was  a  landlord-tenant  situation,  together  they 
might  say  we're  not  going  to  make  as  much  net  profit  as  we  would 
going  and  planting  the  crop  and  participating  in  the  program. 

Mr.  GucKMAN.  To  make  it  more  equitable  to  the  producer, 
maybe  we  ought  to  go  to  0/100  or  0/110  or  0/120. 

Mr.  Myers.  Then  you  get  more  budget  exposure  when  you  go 
above  100. 

Mr.  GucKMAN.  What  about  0/100? 

Mr.  Myers.  0/100  is  a  possibility.  The  Government  still  saves 
money  because  they  don't  have  as  much  loan  exposure  and  they 
don't  have  storage  costs.  This  is  all  predicated  on  only  using  0/92 
in  times  of  surplus  in  specific  commodities.  I  think  that  is  very  im- 
portant. It  would  be  a  tool  only  to  use  then. 

Mr.  GucKMAN.  If  that  is  the  point,  if  it  has  a  supply  manage- 
ment purpose  to  it,  don't  you  think  we  ought  to  go  0/whatever  it 
takes  to  get  people  into  it  so  that  we  reduce  surpluses,  so  long  as 
you  are  not  increasing  the  budget  exposure  rather  dramatic€dly? 

Mr.  Myers.  You  could  look  at  it  that  way,  but  I  think  you  have 
to  look  at  it  from  both  sides.  You  have  to  give  that  producer  the 
option,  you  have  to  look  at  budget  exposure,  and  I  think  in  many 
cases  that  many  people  would  opt  for  the  0/92,  because  the  produc- 
ers that  I  talked  to  in  the  country  said,  "Let  me  at  it,"  and  this  is 
the  reason  that  I  can  enthusiastically  support  it.  I've  talked  to  com 
farmers  and  wheat  farmers  that  say,  "We  really  want  to  have  this 
option." 
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Mr.  GucKMAN.  I  would  have  to  tell  you,  Fve  met  a  lot  of  produc- 
ers who  agree,  who  have  said  the  same  thing  to  me  as  well. 

The  other  thing  that  producers  have  asked  me — they  said,  "We 
would  go  into  this  just  as  long  as  we  have  no  fear  of  losing  our 
base,  as  long  as  we  are  in  no  worse  position  than  we  would  have 
otherwise  been  and  we  go  back  to  where  we  were  the  previous 
year."  As  far  as  your  interpretation  of  the  rules  would  be,  that  is 
in  fact  the  case,  and  nobody  is  jeopardized  or  prejudiced  in  any  way 
whatsoever. 

Mr.  Myers.  That's  right,  and  that  should  be  reiterated,  I  think, 
and  strengthened  in  language  in  committee.  If  there  was  a  confer- 
ence on  this,  it  should  be  emphasized.  But  that  is  definitely  our  in- 
terpretation, that  the  base  and  the  yield  is  frozen. 

Mr.  GucKMAN.  Let  me  just  ask  one  more  question,  and  then  I 
will  yield. 

This  whole  subject  of  decoupling  has  got  people  concerned  be- 
cause of  a  philosophical  issue — you  know,  getting  something  for 
nothing.  Do  you  view  0/92  as  the  first  step  to  a  decoupling  propos- 
al? 

Mr.  Myers.  Not  really.  I  view  0/92  as  a  tool  to  Tise  when  we  have 
oversupply,  and  true  decoupling  will  only  work  when  we  begin  to 
reduce  these  supplies.  Then  we  can  say  we  are  going  to  make  pay- 
ments per  acre  and  let  the  farmer  choose  whatever  he  wants  to.  If 
we  put  it  into  place  now — true  decoupling — we  would  have  distor- 
tion, because  we  would  have  pressure  on  some  crops  because  of  the 
tremendous  oversupply,  and  farmers  would  tend  not  to  produce 
those,  and  the  Government,  not  the  marketplace,  would  be  artifi- 
cially pushing  a  producer  one  way  or  another.  In  true  decoupling, 
the  marketplace  would  push  that  producer  toward  com  or  soybeans 
or  sunflowers  or  wheat  or  whatever  crop  is  most  profitable. 

Mr.  GucKMAN.  Let  me  just  recapitulate  a  couple  of  things  and 
I'll  end.  One  is,  if  this  committee  reported  out  a  bill  0/92  for  1988, 
feed  grains  as  well  as  wheat,  you  would  support  it;  you  would  sup- 
port it  with  some  sort  of  cushion  in  there  to  make  sure  that  if  the 
price  went  up  those  people  wouldn't  be  out  of  everything  they  have 
got.  I  think  you  testified  to  that  earlier. 

Mr.  Myers.  Yes;  I  agree. 

Mr.  GucKMAN.  And  with  some  language  that  would  make  it 
clear  that  the  producer's  base  would  in  no  way  be  affected.  At  the 
producer's  option,  no  requirement  that  he  is  in;  I  mean  nothing  to 
make  it  in  any  way  holding  a  club  over  his  head. 

Mr.  Myers.  That  is  correct. 

Mr.  GucKMAN.  How  do  you  feel  about  doing  this  for  other  com- 
modities besides  wheat  and  feed  grains? 

Mr.  Myers.  We  think  the  other  commodities  should  have  this 
option — rice,  cotton,  any  of  our  other  program  crops  should  have 
this  option  in  times  of  surplus. 

Mr.  GucKMAN.  What  about  some  sort  of  language  restricting  the 
amount  of  acreage  that  would  go  into  this  program  in  any  one 
county?  Some  of  the  fertilizer  people  and  agribusiness  folks  have 
indicated  concern  about  this. 

Mr.  Myers.  I'm  concerned  about  the  impact.  It  is  going  to  be  dif- 
ficult to  work  out  that  particular  thing  up  front,  because  producers 
are  going  to  come  in  and  sign  up.  That  is  going  to  require  a  little 
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more  careful  look.  I  agree  with  the  concept  that  there  should  be 
some  way  to  cushion  the  impact  on  agribusmess. 

Mr.  GucKMAN.  The  only  problem  is,  if  we  do  that  through  some 
sort  of  regulatory  mechanism,  it  becomes  impossible  to  implement. 

Mr.  Myers.  It  becomes  very  difficult. 

My  personal  feeling  is,  we  won't  see  that  much  in  any  one  area, 
because  we  are  going  to  have  different  landlord-tenant  situations, 
we  are  going  to  have  sole  ownerships,  we  are  going  to  have  people 
in  different  situations. 

Mr.  GucKMAN.  If  we  had  0/120  or  0/130,  you  would  probably  see 
a  lot  of  it. 

Mr.  Myers.  Then  you  would  see  a  lot  of  it,  and  this  is  another 
reason,  I  think,  that  we  ought  to  leave  it  at  this  0/92  area,  so  it 
doesn't  get  tremendously  attractive  and  attract  everybody  into  it. 

Mr.  GucKMAN.  OK.  I  think  Mr.  Penny  had  some  questions. 

Mr.  Penny.  Thank  you,  Mr.  Chairman. 

I  want  to  follow  up  on  the  distinctions  between  0/92  and  decou- 
pling, just  to  make  sure  that  there  is  no  misimderstanding  at  all. 

On  the  idled  acres  under  0/92,  you  would  allow  no  other  com- 
modity to  be  planted? 

Mr.  Myers.  That  is  correct,  including  haying  or  grazing. 

Mr.  Penny.  Is  it  your  view  that  under  the  0/92  program  you 
could  plant  anything  less  than  92  percent  of  your  acres  down  to  no 
acres  at  all? 

Mr.  Myers.  That's  right.  You  would  have  the  option. 

Mr.  Penny.  And  you  would  go  into  the  ASCS  office  and  sign  up 
for  a  contract  on  that  basis.  The  only  thing  you  would  then  be  eh- 
gible  for  would  be  your  calculated  deficiency  pa3rment  based  on  92 
percent  of  your  normal  yield. 

Mr.  Myers.  Say  you  planted  only  20  percent  of  your  com  base; 
vou  would  get  your  loan  price  and  this  type  of  thing  on  your  com 
base,  too. 

Mr.  Penny.  I  see  what  you  mean.  Whatever  you  would  plant  you 
would  still  get  full  program  protection  for,  but  Fm  saying  of  the 
acres  you  idled  under  the  0/92  you  would  get  some  estimate  of  the 
vield  you  would  have  brought  off  those  idled  acres  and  a  deficiency 
based  on  that  number  of  bushels.  Isn't  that  the  payment  you  get 
under  0/92? 

Mr.  Myers.  I  was  talking  and  not  listening,  and  I  apologize. 

Mr.  Penny.  OK.  You  may  plant  nothing. 

Mr.  Myers.  That's  right. 

Mr.  Penny.  Or  vou  may  plant  20,  or  30,  or  50  percent  of  your 
acres  under  the  0/92,  and  you  will  get  fiill  program  protection  for 
any  bushels  you  do  grow. 

Mr.  Myers.  Anything  that  you  produce 

Mr.  Penny.  But  for  those  acres  that  you  don't  grow  there  will  be 
a  calculation  of  how  many  bushels  you  would  have  grown  on  those 
acres,  and  your  benefit  under  0/92  will  then  be  the  deficiency  pay- 
ment on  those  bushels  that  were  not  grown. 

Mr.  Myers.  That's  tme,  less  the  8  percent;  it  will  be  92  percent. 

Mr.  Penny.  That's  right. 

Under  a  decoupling  system,  there  would  be  some  payment  made 
to  a  producer  on  an  acreage  basis,  and  the  producer  would  then  be 
free  to  grow  program  crops  or  nonprogram  crops,  and  that  pay- 
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ment  would  still  be  made,  but  they  would  market  whatever  they 
grow. 

Mr.  Myers.  That  is  true. 

Mr.  Penny.  That  payment  would  be  totally  divorced  from  any 
plcmting  decision. 

Mr.  Myers.  That  is  right.  He  would  plant  whatever  he  wanted  to 
plant — 100  percent  com  if  he  wished. 

Mr.  Penny.  Did  I  hear  you  say  there  was  a  problem  with  decou- 
pling in  that  the  subsidy  of  sorts  that  is  paid  to  a  farmer  could 
move  production  into  commodities  that  are  not  now  in  surplus  and 
the  subsidy  would  make  it  more  profitable  for  that  farmer  to  grow 
those  and  then  perhaps  create  a  problem  for  that  commodity? 

Mr.  Myers.  Well,  it  could,  but  what  I  was  thinking  about,  if  we 
went  into  decoupling  immediately  and  we  have  these  tremendous 
surpluses,  the  Government  is  distorting  the  prices,  and  the  market- 
place is  not  setting  the  prices.  So  that  is  why  decoupling  probably 
will  not  work  at  this  time. 

We  have  to  get  our  surpluses  down  before  true  decoupling  will 
really  work. 

Mr.  Penny.  If  you  were  to  stay  in  your  position  for  several  years 
and  we  finally  got  this  surplus  under  control,  are  there  contingen- 
cy plans  down  there  at  the  Department  for  some  kind  of  decoupling 
program? 

M&.  Myers.  I  don't  say  there  are  contingency  plans,  but  we  are 
certainly  looking  at  decoupling  as  a  means  to  move  to  the  market- 
place and  give  farmers  freedom  to  produce  whatever  they  want 
based  on  market  prices  and,  at  the  same  time,  make  payments  per 
acre  €uid  begin  to  phase  these  payments  per  acre  down.  There  are 
no  contingency  plans,  no  hidden  plana.  Obviously,  ERS  is  probably 
studying  this  right  now;  I  have  not  seen  the  study. 

Mr.  Penny.  I  want  to  ask  as  well  about  the  options  available  to 
yovL  to  try  and  get  rid  of  this  surplus.  You  have  already  offered 
com  farmers  an  opportunity  to  enter  15  percent  of  their  base  acres 
in  a  diversion  program;  you  have  sweetened  the  pot  for  the  late 
signers  imder  the  CRP,  those  that  signed  up  in  February;  and  you 
are  AOK  as  far  as  the  0/92  is  concerned  for  the  next  crop  year;  and 
you  argue  that  all  of  that  would  help  us  to  get  rid  of  this  surplus. 

Do  you  have  a  preference?  If  you  had  the  choice  of  going  0/92  or 
doing  more  on  a  paid  diversion,  what  would  you  choose  and  why? 

Mr.  Myers.  I  would  choose  0/92  because  I  think  it  gives  those 
producers  more  of  an  option  to  not  produce  a  crop  if  they  choose 
that  direction  and  still  protect  base  and  yield  and  get  92  percent  of 
their  deficiency  pavments. 

Mr.  Penny.  And  what  about  the  option  of  simply  asking  for  a 
laiger  acreage  set-aside  to  participate  in  the  program? 

Mr.  Myers.  You  could  do  that,  too,  but  you  don't  give  that  pro- 
ducer the  option  of  zero.  There  are  some  people  that  say,  "I  don't 
want  to  pull  the  com  planter  out;  I  don't  want  to  plant  anv 
wheat."  I  have  had  people  come  up  and  tell  me  that — **I  just  don  t 
want  to  plant  any  wneat;  I  prefer  not  to;  and  I  prefer  only  to  plant 
soybeans;"  or,  "I  prefer  to  plant  nothing  for  a  year."  That's  the 
thing  about  0/92;  it  gives  those  people  that  option.  Now,  even  if  we 
have  a  diversion  program,  they  are  still  going  to  have  to  plant 


Digitized  by 


Google 


30 

something,  the  way  the  law  is  set  up,  to  protect  that  base  and 
jrield. 

Mr.  Penny.  Do  you  think,  all  in  all,  that  0/92  is  cheaper  than 
some  of  these  other  options,  cheaper  than  a  paid  diversion,  if  you 
are  trying  to  get  the  same  number  of  acres  out? 

Mr.  Myers.  I  haven't  looked  at  it.  Fm  sure  it  would  be  cheaper  to 
the  Government,  but  I  have  to  look  at  the  figures  to  see.  Any  time 
you  have  more  loan  exposure  and  storage  payments  on  the  com- 
modities, 0/92  has  to  be  a  cheaper  option  to  the  Government. 

Mr.  Penny.  I  appreciate  your  testimony.  Tm  a  real  skeptic  of 
this  decoupling  business,  and  I  don't  think  that  makes  for  good 
public  policjr.  But  you  have  done  a  relatively  good  job  of  outlining 
the  distinctions  between  the  0/92  and  the  decoupling  and  how  we 
can  protect  from  being  steam-rolled  or  log-rolled  into  a  decoupling 
program  by  buying  into  a  0/92,  and  I  appreciate  your  testimony. 

Mr.  GucKMAN.  Mr.  Marlenee. 

Mr.  Marlenee.  Thank  you,  Mr.  Chairman. 

Peter,  I  have  got  to  conmiend  you  on  the  0/92.  I  think  it  leaves 
the  producer  a  maximum  of  flexibility,  and  that  is  what  we  have 
been  striving  for. 

Mr.  Myers.  Sure. 

Mr.  Marlenee.  There  have  been  some  groups  aroimd  here  that 
are  known  as  Comrades  for  a  Government-Dominated  Agriculture 
who  want  a  very  stringent  control  program,  mandatory  control  pro- 
gram. If  I  might,  let  me  ask  you  a  couple  of  questions  on  that. 

Can  we  operate  with  a  closed  system  where  we  don't  export? 

Mr.  Myers.  No.  It  is  obvious  that  it  takes  exports  to  provide 
prices  in  the  long  run  and  provide  a  healthy  agriculture. 

Mr.  Marlenee.  A  further  question  along  that  line.  How  much 
surplus  wheat  do  we  have  right  now?  Do  you  have  a  figure?  Can 
you  give  me  an  approximation? 

Mr.  Myers.  David  can  tell  you. 

Mr.  Lyons.  I  think  the  numbers  came  out  yesterday.  June  1, 
1987,  we  are  projecting,  I  think,  1,887,000  bushels  carryover. 

Mr.  Marlenee.  Eight  hundred  and  what? 

Mr.  Lyons.  It's  almost  1.9  billion  bushels. 

Mr.  Marlenee.  1.9  billion  bushels. 

What  is  domestic  consumption?  700,000,000  metric  tons? 

Mr.  Lyons.  Well,  I  was  talking  bushels.  I'm  not  sure.  Our  current 
export  estimate  is,  I  think,  1,025,000,000  bushels.  I  think  domestic 
consumption  is  around  900,000,000  bushels. 

Mr.  Marlenee.  I  believe  that  is  right— 900,000,000  bushels.  And 
we  have  got  what? 

Mr.  Lyons.  Jime  1,  we  are  estimating  we  will  have  almost  1.9  bU- 
lion  bushels  carried  over. 

Mr.  Marlenee.  At  that  rate,  how  long  would  it  take  us  just  to 
eat  our  way  out  of  the  surplus? 

Mr.  Lyons.  What  is  our  use  going  to  be  in  a  given  year? 

Mr.  Marlenee.  Given  the  consumption  that  we  have. 

Mr.  Lyons.  We  have  about  80  percent  of  a  year's  use  on  hand 
riffht  now.  So  that  sort  of  tells  you. 

Mr.  Marlenee.  Have  you  done  any  estimates  on  the  cost  of  such 
a  program? 

Mr.  Mybrs.  Mandatory? 
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Mr.  Marlenee.  Yes,  mandatory  controls. 

Mr.  Myers.  ERS  has  done  an  estimate,  but  it  depends  on  where 
the  program  comes  from,  and  the  proponents  keep  adding  things  to 
the  program  to  make  it  look  differently.  So  it  is  pretty  hard  to 

Mr.  Marlenee.  Some  of  those  things  that  they  are  adding  to  the 
program  are  to  try  to  overcome  the  problem  that  we  would  have 
^with  exports.  Is  that  not  correct? 

Mr.  Myers.  Absolutely. 

So  the  costs  are  much  higher,  I  think,  than  initially  shown  in  the 
first  programs  that  were  proposed. 

Mr.  Marlenee.  OK. 

Secondly,  what  are  the  projected  figures  on  cutbacks  in  produc- 
tion? Do  you  have  any  of  those? 

Mr.  Myers.  To  make  it  work,  you  would  have  to  cut  back  to  at 
least  50  percent  or  45  percent,  €md  here  again  it  is  different  with 
different  conmiodities — pretty  dramatic  cutbacks  with  wheat  and 
feed  grain. 

Mr.  Marlenee.  50  percent— 45  to  50. 

Mr.  Myers.  I  have  seen  45  and  50,  both.  But  here  again,  I  think 
that  would  be  a  minimum  for  wheat  and  feed  grain. 

Mr.  Marlenee.  Let  me  ask  you  this.  How  can  we  develop  a  man- 
datory program,  or  could  we  develop  a  mandatory  program,  force 
everybody  into  compliance  with  that  program,  and  still  have  pay- 
ment limitations? 

Mr.  Myers.  It  would  be  rather  difficult.  And  can  I  add  one  other 
thing  about  mandatory  programs.  We  still  have  some  producers  out 
there  that  don't  want  any  part  of  farm  programs,  and  if  we  had  a 
mandatory  program,  that  would  take  their  freedom  away  from 
them.  I  have  a  great  philosophical  problem  with  forcing  people  to 
do  anything  if  we  don't  have  to  do  that. 

Mr.  Marlenee.  Constitutionally,  could  we  do  that?  If  I,  as  a  pro- 
ducer, didn't  want  any  part  of  any  farm  program  whatsoever,  could 
you  force  me  to  participate  in  ttie  program? 

Mr.  Myers.  Well,  if  tiiey  voted,  I  suppose  the  law  would  take  into 
consideration  that  they  would  have  to  do  that,  but  I  would  find 
that  very  onerous  to  think  that  I  forced  some  independent  person 
that  didn't  want  any  part  of  Government  payments  to  be  in  that 
program,  but  he  would  have  to  be,  or  he  would  pay  a  penalty. 

Mr.  Marlenee.  Could  we  force  such  groups  as  the  Amish  into  it? 

Mr.  Myers.  It  might  be  very  difficult. 

Mr.  Marlenee.  Could  we  force  such  groups  as  the  Hutterites  into 
it  who  consume  a  lot  of  their  own?  These  are  religious  groups,  and 
of  course  the  Amish  are  somewhat  difTerent,  but  these  are  groups 
that  don't  want  any  part  of  farm  programs. 

Mr.  Myers.  Right. 

Mr.  Marlenee.  And  wouldn't  we  have  to  apply  the  law  to  them? 

Mr.  Myers.  We  would  have  a  very  difficult  time. 

Mr.  Marlenee.  I  just  wanted  to  question  you  a  little  bit  on  your 
thoughts  on  those  programs. 

I  uank  the  chairman.  I  yield  back  the  balance  of  my  time,  or 
yield  to  my  colleague  from  Kansas. 

Mr.  GucKMAN.  We  will  give  him  his  own  time;  he  needs  it. 

Mr.  Roberts.  I  thank  you,  Mr.  Chairman. 
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Peter,  Fm  a  little  confused  on  my  pet  project  now  with  regard  to 
some  degree  of  substitution  of  the  current  program,  and,  as  I  indi- 
cated before,  you  have  discretionaiy  authority  to  implement  the  10 
percent.  You  have  indicated  that  if  we  went  with  0/92  and  0/100 
and  we  decoupled,  that  in  fact  is  open  substitution;  is  that  not 
right? 

Mr.  Myers.  No;  wait  a  minute;  you  are  going  too  fast  for  me  now. 

Mr.  Roberts.  All  right.  You  see,  before  I  said,  we  have  discretion- 
ary authority  in  the  current  bill  for  10  percent  substitution. 

Mr.  Myers.  Right;  I  understand  that. 

Mr.  Roberts.  And  you  have  chosen  not  to  do  that  due  to  program 
integrity  and  all  that. 

Mr.  Myers.  Right. 

Mr.  Roberts.  All  right.  Fm  not  going  to  quarrel— well,  I  will 
quarrel  with  you,  but  111  do  it  in  private. 

Mr.  Myers.  Sure. 

Mr.  Roberts.  All  right.  Now  you  have  stated  that  you  are  for 
0/92  or  0/100,  if  we  could  talk  you  into  that— although  that  works 
both  ways  in  terms  of  budget  savinjgs  and  also  cost- and  that  if  you 
decouple,  that  in  fact  is  open  substitution. 

Mr.  Myers.  Absolutely.  Decoupling  is,  you  can  do  anything  you 
want. 

Mr.  Roberts.  And  you  are  for  that. 

Mr.  Myers.  Down  the  road,  not  right  now.  It  won't  work  now. 

Mr.  Roberts.  You  just  won't  fall  into  my  trap,  will  you? 

Mr.  Myers.  No,  no.  It  won't  work  right  now. 

Mr.  Roberts.  Well,  we  will  twist  your  arm  on  that  as  we  go  down 
the  road  here. 

Let  me  get  back  to  my  5  million  or  6  million  metric  ton  good  old 
hard  red  winter  wheat  sale  that  you  are  going  to  annoimoe  in  2 
weeks  due  to  the  Export  Enhancement  Program  that  you  are  going 
to  offer  to  the  Soviet  Union.  Will  the  Secretary  use  his  authority  to 
make  available  the  500  million  for  export  enhancement  above  the  1 
billion  level  that  we  have  in  fiscal  year  1988?  What  is  your  antici- 
pation? 

Mr.  Myers.  I  don't  kno^  I  honestly  don't  know. 

Mr.  Roberts.  How  much  in  dollar  terms  do  we  have  left  in  terms 
of  what  we  have  in  the  EEP? 

Mr.  Myers.  We  have  used  $865  million  of  the  $1  billion,  so  we 
are  getting  close. 

Mr.  Roberts.  So  we  still  have  funds  there.  I  guess  what  I'm 
saying  is,  since  I  am  trying  to  twist  your  arm  to  do  that,  are  we  in 
a  position  financially,  at  least  with  the  budget,  to  make  an  attrac- 
tive offer  to  the  Soviets 

Mr.  Myers.  I  have  no  knowledge  of  that. 

Mr.  Roberts.  In  view  of  what  &ey  need? 

All  right.  But  you  are  going  to  send  a  strong  message  to  Mr.  Am- 
stutz,  Mr.  Lyng,  and  Mr.  Shultz. 

Mr.  Myers.  I  will  gladly  sit  down  and  talk  with  Mr.  Amstutz  and 
Mr.  Lyng,  which  I  do  frequently. 

Mr.  Roberts.  And  the  National  Security  C!ouncil,  who  sometimes 
think  they  are  the  various  Secretaries  of  Agriculture. 

Mr.  Myers.  We  have  constant  discussions  with  those  groups. 
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Mr.  GucKBiAN.  You  have  constant  discussions  with  the  National 
Security  Council? 

Mr.  Myers.  Sometimes. 

Mr.  GucKBiAN.  I  thought  maybe  you  would  like  to  amplify  on 
what  has  been  happening. 

Mr.  Myers.  I  don't  personally,  but  the  Department  is  involved. 

Mr.  Roberts.  That's  part  of  the  problem,  I  would  say  to  my  col- 
league and  friend.  In  my  personal  opinion,  we  still  have  our  ex- 
ports determined  to  a  greater  extent  that  I  would  like  to  see,  being 
held  by  our  foreign  poUcy  considerations,  but  that  is  a  whole  differ- 
ent matter. 

I'd  like  to  go  into  one  other  item,  and  that  is  the  question  asked 
by  the  chairman.  If  you  go  0/92  and  you  decouple,  you  have  indi- 
cated that  it  is  only  in  times  of  surplus  and  only  pertinent  to  that 
kind  of  a  time  frame. 

I  worry,  like  the  chairman  does  and  like  others  do,  that  once  you 
leave  the  dock  of  supply  management  you  lose  any  real  reason  or 
tool  to  convince  the  Congress  that  we  should  have  any  kind  of  farm 
program  and  that  then,  if  in  fact  you  are  simply  making,  I  guess, 
equity  payments  to  farmers — some  people  would  call  them  welfare 
payments— that  we  are  seeing  the  death  of  farm  programs  as  we 
have  known  them. 

There  are  some  of  us  who  worry  about  that,  in  leaving  the  dock 
of  supply  management  vou  are  in  deep,  deep  water  down  the  road, 
and  that  some  of  the  folks  who  are  not  so  friendly  at  OMB  and 
elsewhere — and  it  doesn't  make  any  difference  which  administra- 
tion it  is  or  which  party  is  in  power— that  we  see  the  end  of  farm 
programs.  Would  you  care  to  conmient  on  that? 

Mr.  Myers.  I  would  hope  we  could  see  the  end  of  supply  manage- 
ment by  Government  in  farm  programs.  Even  if  I  were  to  stay  in 
the  Department,  I  would  gladly  relinquish  that  and  just  worry 
about  other  things,  because  I  think  that  the  less  the  Grovemment 
has  to  do  with  deciding  what  the  farmers  do,  the  better  off  the 
farmers  are  going  to  be. 

Mr.  Roberts.  Well,  let  me  hasten  to  add,  I  agree.  I  hope  Kansas 
State  wins  the  Big  8,  too,  and  we  balance  the  budget. 

Mr.  Myers.  Missouri  has  already  done  it. 

Mr.  Roberts.  Yes,  I  know  that.  I  was  talking  about  football. 

Mr.  Myers.  Oh,  well,  I  can't  say  anything  about  football. 

Mr.  Roberts.  But  in  terms  of  goals,  I  would  hope  that  we  could 
get  rid  of  farm  programs;  the  farmer  doesn't  want  them;  all  they 
want  is  a  price.  But  I  know  dam  well  that  we  are  going  to  meddle 
with  his  price,  r^ardless  of  who  is  in  the  White  House;  I  don't 
mean  to  be  putting  all  the  blame  there;  we  do  in  the  Congress  as 
well.  I'm  not  too  sure,  if  we  have  a  vote  up  and  down  on  an  across- 
the-board  Export  Enhancement  Program,  we  could  pass  it  in  the 
House.  That's  just  the  way  it  is.  You  can't  have  a  free  market  agri- 
culture and  no  farm  program  without  a  free  market. 

Mr.  Myers.  You  have  to  have  the  free  market;  that's  true. 

Mr.  Roberts.  And  we  haven't  been  able  to  do  that,  quite  frankly, 
with  this  administration,  just  like  the  other  one. 

Mr.  Myers.  Back  in  the  middle  1970's,  if  we  had  all  had  sense 
enough,  we  could  have  had  a  good  start. 
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Mr.  Roberts.  I  think  I  have  gone  on  long  enough.  Thank  you, 
Mr:  Chairman. 

Mr.  Myers.  I  want  to  clarify  one  thing,  Mr.  Chairman.  We  don't 
have  constant  dialogue  with  the  NSC,  but  we  do  have  dialogue 
with  them. 

Mr.  GucKMAN.  Don't  worry  about  it.  The  press  over  there  heard 
you  the  first  time. 

Mr.  Myers.  I  really  meant  the  State  Department 

Mr.  GucKMAN.  We  understand. 

Mr.  Myers.  All  right. 

Mr.  Roberts.  You  are  not  diverting  any  CCC  funds  are  you? 

Mr.  Myers.  No,  sir,  not  for  anything. 

Mr.  GucKMAN.  Mr.  Grandy. 

Mr.  Grandy.  I  would  just  like  to  say,  I  would  have  no  problem 
with  that  diversion  if  it  was  used  in  the  Export  Enhancement  Pro- 
gram, but  that  is  just  something  I  share  with  Mr.  Roberts. 

Maybe  I  don't  understand  something  here,  Mr.  Myers,  about  the 
0/92.  You  did  not  say  that  as  the  price  goes  up  and  the  deficiency 
pajrment  goes  down  under  the  0/92  that  there  is  some  kind  of  floor 
that  you  would  put  in  there? 

Mr.  Myers.  Well,  we  need  to  look  at  some  type  of  cushion  that 
the  producer  would  know  that  he  would,  in  fact,  receive  something 
for  his  crop  or  for  not  producing  that  crop  for  the  year.  Once  he 
made  the  decision  not  to  plant  and  he  got  beyond  planting  date,  he 
would  have  to  have  something.  Whether  we  would  look  back  at  the 

Krevious  year's  deficiency  pajrment  and  look  at  some  percentage, 
ere  again,  I  think  the  committee  needs  to  look  at  something  to 
provide  some  form  of  cushion. 

Mr.  Grandy.  But  that  could  also  come  back  to  bite  you,  couldn't 
it?  Won't  that  necessarily  bring  more  people  into  the  program? 

Mr.  Myers.  It  depends.  If  you  don't  make  the  cushion  too  lucra- 
tive, it  won't.  But  I  think  you  have  to  have  a  cushion  of  some  sort, 
because  if  that  producer  makes  a  decision,  and  we  have  a  horrible 
crop  year  for  some  reason,  and  the  deficiency  pajrment  goes  to 
notninR,  and  he  has  elected  to  go  0/92  on  his  whole  farm,  and 
when  the  time  comes  he  gets  nothing  for  that  year,  it  is  going  to  be 
a  rather  difficult  decision. 

Mr.  Grandy.  So  in  other  words,  it  is  based  on  the  present  defi- 
ciency pajrment,  not  the  previous  year's  deficiency  pavment. 

Mr.  MYERS.  I  think  the  committee  needs  to  look  at  this.  We 
would  like  to  discuss  this  informally. 

Mr.  Grandy.  All  right.  Then  at  this  point,  there  is  no  language 
or  determination  as  to  how  that  floor  would  work. 

Mr.  Myers.  No,  none.  We  think  the  committee  should  have  the 
latitude  to  look  at  this. 

Mr.  GucKMAN.  If  the  gentleman  would  yield. 

Mr.  Grandy.  I  would  be  fflad  to  yield. 

Mr.  Guckman.  Mr.  Stallings  had  an  amendment  today  which 
would  have  done  this.  He  did  not  offer  it  because  we  did  not  go 
with  tlie  0/92  in  the  future.  But  it  was  one  variation. 

M;r.  Grandy.  Well,  if  I  could  Just  ask  for  a  point  of  order  from 
the  chairman  then,  was  Mr.  Stallings  talking  about  something 
predicated  on  the  present  year's  deficiencr^  payment  or  something 
tl^it  would  be  based  on  the  previous  year's? 
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Mr.  GucKMAN.  I  think  it  was  present  year's  deficiency  pajrments. 

Mr.  Grandy.  Oh.  So  in  most  cases  then,  the  need  for  some  kind 
of  a  floor  would  be  greater  then,  if  you  are  basing  it  on 

Mr.  GucKMAN.  It  was  $2.10,  which  was  what  the  Secretary  had 
announced. 

Mr.  Grandy.  A  $2.10  a  bushel 

Mr.  GucKMAN.  On  wheat. 

Mr.  Grandy.  No  figures  for  com,  I  would  assume. 

Mr.  GucKMAN.  No,  because  we  didn't  have  com  in  there. 

Mr.  Grandy.  Right;  of  course.  OK,  that  clarifies  my  concern 
about  that.  I  have  no  more  questions.  Thank  you. 

Mr.  GucKMAN.  Mr.  Myers,  we  want  to  thank  you  for  coming.  We 
want  to  thank  you  particularly  for  being  so  cooperative  with  the 
committee  and  committee  staff;  we  mean  that  very  much.  You 
know,  your  having  to  come  down  here  all  the  time,  it  is  not  neces- 
sarily the  easiest  thing  in  the  world. 

I  would  just  like  to  summarize  a  couple  of  things.  I  think  I  read 
the  committee  that  there  is  not  a  lot  of  interest  in  your  proposals 
to  reduce  target  prices  and  loan  rates.  I  think  that  one  has  been 
laid  to  rest  and  is  dormant,  at  the  least,  and  dead,  more  than 
likely. 

I  think  there  is  a  lot  of  interest  in  the  0/92,  and  I  think  you  have 
helped  to  explain  it  today  in  much  greater  detail  than  we  had  it 
explained  before.  Mr.  Penny  came  up  to  me  and  said  he  is  not 
quite  as  frightened  of  it  as  he  once  was,  because  he  viewed  it  as  a 
stalking  horse  for  decoupling.  I  think  that  we  have  the  feeling  that 
it  is  not,  in  fact,  a  stalking  horse  for  decoupling.  It  may  offer  farm- 
ers an  enormous  benefit  by  giving  them  an  option  that  they  just 
don't  have  now  of  planting  nothing  or  a  variation,  all  the  way  up, 
as  you  explained  it. 

I  think  we  need  to  do  a  couple  of  things.  One,  you  need  to  try  to 
get  us  some  budget  numbers 

Mr.  Myers.  We  can. 

Mr.  GucKMAN.  On  savings  for  wheat,  feed  grains,  and,  if  I  may 
be  so  presumptuous,  the  other  commodities  as  well,  because  I  can 
only  deal  with  wheat  and  feed  grains,  I  can't  deal  with  the  other 
numbers. 

I  have  instructed  by  staff  to  begin  the  process  of  introducing  a 
bill,  preparing  a  bill,  on  this.  So  we  will  work  with  you  on  it.  If  we 
are  going  to  do  it  to  effect  budget  savings,  it  has  got  to  be  done 
fairly  quickly. 

Mr.  Myers.  That  is  right. 

Mr.  GucKMAN.  So  we  are  going  to  work  to  get  a  bill  introduced 
fairly  quickly  to  deal  with  this,  and  I  am  going  to  have  to  again 
poll  the  committee;  that's  a  separate  issue  from  the  one  we  dealt 
with  this  morning,  because  we  felt  that  one  needed  to  move  ahead 
on  a  more  expeditious  track. 

But  I  think  that  we  have  got  an  interesting  subject  here,  and  it 
is  one  that  I  don't  think  that  we  should  accept  knee-jerk  or  reject 
knee-jerk.  I  think  it  offers  the  producers  a  real  choice  that  they  do 
not  have  right  now.  I,  for  one,  in  my  own  role,  am  going  to  contin- 
ue to  try  to  pursue  the  goal  of  moving  ahead  with  this  concept;  I 
think  it  is  a  good  idea. 

Mr.  Myers.  Good.  Thank  you. 
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Mr.  GucKMAN.  The  other  ideas  you  have  are  not  so  good. 
Thank  you  all  very  much. 

[Whereupon,  at  3:45  p.m.,  the  subcommittee  was  adjourned.] 
[Material  submitted  for  inclusion  in  the  record  follows:] 
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Stat«Mnt  by 

p*t«r  c.  nyzM 

Mputy  secretary  of  Agriculture 

before  the  House  Agriculture  Comittee 

Subcomittee  on  Wheat,  Soybeaas,  and  Peed  Grains 

March  10,   1987 


Mr.  Chairwin  and  Meabers  of  the  SubcoBBittee,  I  appreciate  the 
opportunity  to  appear  before  you  today  to  discuss  the  Adainistration*s 
£«coBBeridattQfiii  concerning  coaaodity  prograas  and  spending  within  the 
SubcDvuU tee's  jurisdiction  for  fiscal  1988. 

Since  the  Pood  Security  Act  of  198S  was  iapleaented  during  the  past 
year,  disappointaent  has  been  eipressed  by  soae  that  O.S*  agriculture  is 
not  recovering  quickly  enough.  It  is  teapting  to  seek  quick  files,  but 
the  truth  of  the  aatter  is  that  it  siaply  will  take  tiae  for  the 
provisions  of  this  legislation  to  work.  The  Adainistration  wants  to  stay 
the  course  with  the  198S  legislation,  but  we  do  believe  that  soae 
adjustaents  are  necessary.  Current  policy  provides  too  auch  incentive 
to  produce  coaaodities  already  in  surplus* 

AS  you  know,  the  President's  1988  budget  contained  recoaaendations 
for  policy  changes.  These  included:  (1)  eliaination  of  a  requireaent 
to  plant  a  prograa  crop  to  receive  a  deficiency  payaentj  (2)  greater 
discretion  in  adjusting  loan  rates;  and  (3)  further  reductions  in 
statutorily  aandated  target  prices.  . 

Xero/92  Provision.  It  aakes  no  sense  in  the  current  environaent 
of  low  prices  and  aassive  surpluses  to  require  faraers  to  plant  prograa 
crops  to  receive  governaent  incoae  support.  Current  law  takes  a  step 
toward  breaking  the  link  between  receiving  deficiency  payaents  and 
planting  prograa  crops.  The  so-called  50/92  provision  peraits  producers 
to  receive  92  percent  of  deficiency  payaents  for  planting  as  little  as 
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50  percent  of  p«raitt«d  acres.  We  believe  that  the  SO/92  proriaioo  la  a 
big  step  in  the  right  direction  but  it  does  not  go  far  eaoagh.  It  still 
retains  a  strong  incentive  for  overproduction.  We  believe  it  is  not  in 
the  interest  of  producers  or  the  Federal  governaent  to  require  faraers 
to  plant  even  50  percent  of  their  permitted  acreage  to  receive  their 
deficiency  payaents. 

Therefore,  we  propose  to  expand  the  50/92  concept  to  0/92.  In  other 
words,  faraers  could  plant  less  than  92  percent  of  permitted  acreage  and 
still  receive  92  percent  of  their  deficiency  payaents.  This  Subcoaaittee 
has  reported  an  aaendaent  extending  0/92  coverage  to  1987  and  1988  wheat 
crops  as  a  pilot  prograa.  We  believe  this  coverage  needs  to  be  expanded 
to  all  prograa  crops.  Cutting  the  link  between  incoae  support  and 
production  provides  needed  flexibility  to  faraers  in  asking  business 
decisions.  The  aarket,  not  the  receipt  of  governaent  payaents,  should 
guide  the  faraer  in  deciding  if  it  is  profitable  to  plant  the  prograa 
crop. 

NO  longer  would  faraers  be  forced  to  aake  uneconoaic  planting 
decisions  to  receive  deficiency  payaents.  Producers  faced  with  low 
prices  and  high  production  costs  on  aarginal  land  will  find  it  profitable 
to  idle  acre  acreage,  helping  to  relieve  the  current  excess  supply  burden. 

It  is  estiaated  that  several  hundred  aillion  dollars,  perhaps  acre, 
would  be  saved  each  year  if  0/92  was  available  to  growers.  Coaaodities 
for  which  price  support  is  aade  available  are  reaoved  froa  production 
under  0/92  so  CCC  price  support  loans  are  not  aade,  loan  collateral  is 
not  forfeited,  and  storage,  interest  and  transportation  costs  are  not 
incurred. 
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FnrthT  Pl«ilbllity  in  8»ttinq  Loan  imte»,  Bvm  though  eiisting  law 
allovs  fl«xibility  in  establishing  loan  rates,  additional  discretion  is 
being  requested  to  ensure  that  narket  coapetitiveness  can  be  naintained 
over  the  loiig-run«  Current  loan  rates  still  nay  provide  incentives 
to  produce  for  the  governaent  loan  prograa«  Authority  for  further 
reduction  in  loan  rates  would  allow  aore  noraal  r«Iat ions hips  aaong  crop 
loan  rates  to  be  established*  it  also  could  aake  the  proposed  0/92 
provision  sore  effective  and  would  help  reduce  burdensoae  grain  stocks. 

The  Adninistratioo  proposes  that  further  discretion  be  given  to  allow 
up  to  a  10-percent  annual  adjustaent  in  basic  loan  rates  for  wheat,  feed 
grains,  upland  cotton,  rice,  and  soybeans,  and  that  provisions  be 
eliainated  designating  ainiaua  loan  rates  for  upland  cotton,  rice,  and 
soybeans.  All  other  provisions  pertaining  to  loan  rates  as  specified 
in  the  198S  Para  Bill — such  as  foraulas  for  deteraining  loan  rates  on  the 
basis  of  aarket  prices,  discretionary  reductions  in  loan  rates  to 
aaintain  doaestie  and  export  aarkets,  and  aarketing  loan  provisions 
for  upland  cotton  and  rice — would  reaain  intact. 

furthef  a»ducttona  in  Target  Pflcea*  Current  target  prices  are  an 
induceaent  to  overproduce  prograa  crops.  At  present  levels,  they  have 
contributed  to  burdensoae  stocks  and  added  to  the  cost  of  governaent 
prograas.  This  Adainistration  proposes  to  reduce  target  prices 
10  percent  a  year  froa  1988  until  1990.  By  the  1990  prograa  year, 
wheat,  feed  grain,  cotton,  and  rice  target  prices  all  would  be  reduced 
27  percent  froa  the  1987  levels,  versus  the  10-percent  reduction  allowed 
by  current  law. 
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This  further  reduction  in  tarqet  prices  vill  lower  the  incentive 
to  produce  coanodities  for  vhich  the  governaent  is  the  only  aarket.  The 
reduction  in  target  prices  would  reduce  budget  outlays  by  sore  than 
^20  billion  over  fiscal  ysars  1989  to  1992.  Bovever,  even  with  the 
proposed  target  price  reductions,  outlays  for  fara  prograas  still  are 
eipected  to  average  acre  than  ^IS  billion  a  year  for  fiscal  years  1988 
to  1992,  alaost  five  tiaes  the  average  of  the  1970's. 

Thank  you,  Mr.  Chairaan.  That  concludes  ay  testiaony.  I  will  be 
glad  to  respond  to  any  questions  you  or  Heabers  of  the  subcoaaittee  aay 
have. 
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DePARTMCNT  OP  AORICULTURe 

0*FlCe  or  TMB  SeCMETAMV 
WASHINGTON.  D.C.  00000 

L     InDb  4     1987 
Bonorablo  Jin  Mdght  ^ 

Ogmwkmt  of  tlw  Houm  of 

Il^pCM6fltatiV68 

NMhington,  D.C.  20615 

Dtar  Mr*  SpMkerx 

Bidosed  for  the  oonsidaration  of  the  Congress  is  a  ppopossd  bill  which  nould 
Mend  the  Agricultural  Act  of  1949,  as  anendod  (The  "1949  Act"),  for  the  1988 
through  1990  crops,  tox 

1.  alloif  pKoduoers  to  receivs  establiahed  price  pay—nts  for  iteat,  f^ad 
grainsr  upland  cotton  and  rice  on  92  percent  of  the  psndttsd  acreage 
established  for  a  farm  for  each  such  crop  if  less  than  92  percent  of 
the  psndttsd  acreage  is  planted  to  the  crop; 

2.  reduce  minlniB  established  price  levels  for  wheatr  f^ed  grainSr  i;pland 
cotton  and  rice;  and 

3.  provide  loner  statutory  minlniB  price  support  levels  for  whsat,  f^sd 
grains,  upland  cotton,  rice  and  soybeans* 

The  Dapartsnant  of  JIgriculture  recannends  that  the  propossd  bill  be  enacted. 

Acreage  Eligible  for  Established  Price  Paynnnts 

Prior  to  the  mmn^mnl  of  the  1949  Act  by  the  Pood  Security  Act  of  1985  (The 
"1985  Act"),  eligible  producers  received  established  price  "deficiency" 
paynants  only  on  the  acreage  planted  to  an  eligible  progran  crop  for  harvest. 
The  requirssant  to  plant  acreage  to  such  a  crop  often  stiaulatsd  the 
production  of  crops  already  in  surplus  since  many  producers  planted  this 
acreage  priaarily  for  the  purpose  of  receiving  deficiency  payawnts.  The  1985 
Act's  "50-92  provision"  provides  that,  beginning  with  the  1986  crops, 
producers  could  plant  as  little  as  50  percent  of  the  penaittsd  acreage  and  be 
•ligible  to  receive  deficiency  paynants  based  on  92  percent  of  the  peradttsd 
acreage.  This  provision  maOB  a  start  at  ranoving  the  established  price  as  a 
built  in  stimlus  to  over-production. 

HoMever,  the  1949  Act  still  provides  a  strong  incentive  to  plant  not  less  than 
50  psrcsnt  of  penaittsd  acreage,  under  the  current  circuastancss  of  low 
prices  and  large  surpluses,  it  is  not  in  the  intereet  of  producers  or  the 
Federal  (Soveiiiaaitt  to  require  producers  to  plant  even  50  percent  of  the 
pemitted  acreage  to  a  progran  crop  in  order  to  receive  deficiency  paynants. 

The  propossd  bill  would  allow  producers  to  receive  deficiency  paynants  on  92 
psroent  of  pemitted  acreage  if  less  than  92  percent  of  the  pmitted  acreage 
is  planted  to  the  crop.  This  would  increase  producer  flexibility  with 
respsct  to  planting  decisions  and  provide  an  incentive  to  producers  to  devote 
nore  acreage  to  conssrvation  uses.  Most  iaportantly,  there  would  be  very 
little  incentive  to  plant  a  progran  crop  strictly  to  receive  deficiency 
paymnts. 
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Honorable  Jin  Ittright  2 

Establtahed  Prtoe  Levis 

In  aooordanoe  with  the  1949  Act,  mlnimjn  establiehed  prices  are  leduoed  fzxm 
1985  crop  levels  by  a  total  of  about  10  percent  by  the  1990  crop  year, 
Bstablished  prices  for  %iheat  and  feed  grains  are  unchanged  frott  the  1985 
pKugiaa  levels  in  1986  and  1987  and  are  then  reduced  by  2  percwit  in  1968, 
3  percent  in  1989,  and  5  percent  in  1990.  Rice  and  upland  cotton  established 
prices  are  unchanged  in  1986  and  then  decline  2  to  3  percent  per  year  for  each 
of  the  1987  through  1990  crops. 

It  is  estiaated  that  current  established  prices  for  grains  nore  than  cover 
total  production  costs  for  80  to  100  percent  of  U.S.  production*  This  is  an 
extraordinarily  high  level  of  Govemnent  protection,  relative  to  that  received 
by  other  U.S.  industries.  This  places  the  Govemnent  in  the  position  of 
guaranteeing  short-run  positive  returns  thereby  delaying  warranted  production 
changes  being  signaled  by  narket  forces. 

The  proposed  bill  would  reduce  the  minimin  established  price  level  for  each  of 
the  1988  through  1990  crops  by  10  percent  per  year  from  the  established  price 
level  for  the  previous  crop  year. 

Price  Support  Lavels 

High  price  support  levels  have  been  a  major  factor  in  the  loss  of  export 
Markets  for  U.S.  farm  products.  Between  1981  and  1985,  U.S.  grain  exports 
fell  47  million  tons  (43  percent)  while  foreign  grain  exports  roee  19  million 
tons.  Ocqpetitor  exporting  countries,  under  the  U.S.  iinbrella  of  high  support 
levels,  increased  acreages  and  yields  since  high  U.S.  support  levels  act  as 
production  incentives  for  foreign  producers  by  increasing  the  expected  return 
to  those  producers  when  support  levels  exceed  or  are  supporting  U.S.  and  world 
prices. 

The  1985  Act  oeended  the  1949  Act  to  provide  for  the  establishaent  of  support 
levels  that  nore  closely  reflect  market  conditions.  Basic  support  levels 
generally  are  determined  based  upon  the  pricee  received  by  producers  in  the 
inmediately  preceding  5  marketing  years.  However,  price  support  levels  may 
not  be  reduced  by  nore  than  5  percent  in  any  year  and,  with  respect  to  upland 
cotton,  rice  and  soybeans,  may  not  be  reduced  below  specified  levels.  The 
Secretary  also  is  authorised  to  adjust  the  support  level  for  %iheat,  feed 
grains,  and  soybeans  if  the  Secretary  determines  that  an  adjustment  is 
necessary  to  improve  our  ocnpetitive  position. 

The  proposed  bill  makes  no  changes  in  the  current  support  price  formulas  but 
(1)  permits  an  annual  reduction  in  the  basic  support  levels  of  ip  to  10 
percent  for  wheat,  feed  grains,  upland  cotton,  rice  and  aoybeans;  and  (2) 
eliminates  minimin  support  levels  for  upland  cotton,  rice  and  soybeans. 

Bnactnent  of  those  three  propoeals  will  help  reduce  our  surplus  supplies 
through  lower  production  incentives  and  increased  exports  and  will 
substantially  reduce  the  burden  now  being  carried  by  Aeerican  taxpayers.  Farm 
progran  costs  hove  risen  from  an  average  of  $3  to  $4  billion  per  year  during 


Digitized  by 


Google 


48 


BonantlA  Jin  lirlgiht  3 

tte  1970*8  to  iwarly  $26  billion  ear  Fiscal  y«ar  1986.  DMter  the  currant 
proviaiona  of  farm  lagialation,  taxqri  coats  ara  axpactad  to  anwraga  nora 
than  $20  billion  a  yaar  through  Piacal  Yaar  1991.  Thasa  lagialative 
initiativas  ara  projactad  to  aava  over  $20  billion  ovar  tha  FT  1988-92  pariod 
if  thay  ara  anactad. 

Tha  Office  of  Nanagemant  and  Budget  adviaea  that  anactnent  of  thia  propoaed 
lagislation  would  be  in  accordance  with  the  Praaident'a  prograai* 

A  aiMlar  lattar  ia  being  aant  to  tha  Praaidant  of  tha  Senate. 

Sincerely, 


G^-p^^ 


*CHARDE.LYNQ 
Secretary 

Bncloauraa 
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AULL 


TD  pnvid*  Cor  tte  mmaSmKUt  of  tte  ilgrioultural 
Act  of  1949. 


B>  it  onacttd  by  t^  SiMif  wJ  Bou»o  of  nwrmnttiveo  of  ^m 
Ohifd  8tat—  of  iiwrio  In  Oonar—  wwliUrtt  That  this  Act  aiy  te 
citod  as  "His  faam  Bill  Tii|ii,»i— iil,  Act  of  1967." 


8EC*  2«     ACSEMZ  BLXGIBU  fCR  E8IABLISHBD  PRICB  FAXNBRIS* 

(a)    mSKT.  -esction  107D(c)(l)(C)  of  ths  Aoricultural  Act  of 
1949  (7  U.8.C.  1445b-3(c)(l)(C))  is 


(1)  striking  out  in  dauss  (i)(II)",  subjsct  to  tte  ooaplianos 
of  ths  pcoduosrs  with  dauss  (ii)"i 

(2)  striking  out  dauMS  (ii)  and  (iii)i 

(3)  rsdssignsting  dauMS  (iv),  (v),  (vi)  and  (vii)  as  rlaiists 
(ii),  (iii),  (iv)  and  (▼),  respsctiv«lyi  and 
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(4)    strUdng  ant  in  radMignat^  elwn  Oiil  *tteou|^  liv)" 
iiMKtiag  in  lisa  tliKvof  •ml  (U)". 


(b)    fK)  GMOMS.  -6«:tion  10SC(c)  (1)  (B)  o£  tte  Hgrionltaral  JM  of  1949 
(7  U.8.C.  1444«(e)  (1)  (B))  is  ■mill  by^ 

(11    strUdrg  out  in  elnn  (i)  (ZZ)  ",  Mbjwt  to  tlit  itth>H«¥i»  of 
the  pcodaoMM  with  eluM  (ii)*i 

(2)    striking  out  clauMt  (U)  ml  (iU); 


(3)    sidMi^BBting  clauMt  (iv) ,  (v)  «id  (vi)  as  rlMWii  Ui) , 
(iii)  Mid  (iv),  va^pKtivvlyi  «id 


(4)    striking  out  in  radMignatad  elaoaa  (iiil  "tteoui^  Uvl" 
inaarting  in  liaa  tliazaof  *«id  (U)*. 


(c)    ISLMD  OOnCN.    Oacticn  103«i(e)  (1)  (B)  of  tte  Agriooltona  Act  of 
1949  (7  U.8.C.  1444-1  (e)  (1)  (B))  ia  ■mill  ly— 

(1)    atriking  out  in  elauaa  (il  (ZI)  «,  aubj«et  to  tte  eoi^Uanoa  of 
tte  pcodaoaca  with  dauaa  (ii)  *i 
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(21    strUdng  oat  rlwiii  Oil  md  (ilUi 


O)    ndMipiBtiiig  rlwiii  Uvl ,  (v)  «idl  (vi)  as  rlMwii  Oi), 
Oil)  Mid  (ivl ,  x«^pwtii«Iyi  ml 


(4)    striking  out  in  rwlwiyMfrt  elnn  Oil)  "tteooi^  (M , 
I  My  not  te  aids  untar  this  n#i— rtimn"  aid  in— rting  in  lisa 
tliKvof  "«id  (ii) ,  pajMiH  ■  Bay  not  te  mmam  untar  this  pazsgnfii". 

Id)    mCB.  -eartinn  10U(c)  (1)  (B)  of  the  Agriooltozml  Act  of  1949  (7 
U.8.C.  1441-1  (c)  (1)  (B>)  is 


(1)    striJdng  out  in  claoM  (i)  (XI)  ",  Mbjwt  to  tlit  eoi^Limos  of 
tlw  pcoduoars  with  clause  {Wt 


(2)  striJdng  out  elsusas  (U)  mid  (Ui)i 

(3)  radssignating  dauata  (iv) ,  (v)  «id  (vi)  as  dauaas  (U) , 
(Ui)  mA  av) ,  xa^pactivalyi  «id 

(4)  atri)cing  out  in  xadMignatad  clause  (ill)  "ttsooi^  Uv) , 
|iynH  Bsy  not  ba  aada  under  this  subsection*  mtd  inserting  in  lisu 
thataof  "«id  (11) ,  pajMiH  ■  aay  not  ba  aada  ontar  tfaia  pasagnvh". 
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SBZm  3«    BSMLZ8HB)  VRZCB  Z£VB£. 

U)    lOBKr.  -Section  107D(e)  (1)  (G)  o£  tte  Jfgriaaltaal  Bet  of  1949 
(7  U.8.C.  1445b-3(e)  (1)  <6))  U  ■mill  by  stxlklJig  out  "14.29  pv  bmhel 
Cor  tte  1988  crap,  $4.16  psr  bushel  for  tlw  1989  cxop,  mid  $4.00  per 
buihel  for  tte  1990  cxop"  md  iiMctiag  in  Hsu  ttiKvof  *$3.94  pv 
bmbtl  for  tte  1988  crap,  $3.55  for  the  1989  crap,  md  $3.19  pm:  bmbtl 
for  tbe  1990  cxop"i 


(b)    r^  GRONS.  -Section  10SC(e)  (1)  OS)  of  tilt  Agricultozal  Act  of 
1949  (7  U.S.C.  1444e(c)  (1)  (E))  ie  ■mill  by  etzlking  out  "82.97  per 
bushel  for  tlie  1988  crop,  $2.88  per  bushel  for  tlie  1989  crap,  md  $2.75 
per  bushel  for  the  1990  crop"  md  imerting  in  lisu  thereof  "$2.73  per 
bushel  for  tlie  1988  crop,  $2.45  per  bushel  for  the  1989  crop,  Mid  $2.21 
per  bushel  for  the  1990  crap"i 

(e)    URJttl)  Ocnoi.  -Section  103>^(c)  (1)  (D)  of  tlie  Agriculturel  hrt 
of  1949  (7  U.S.C.  1444-1  (c)  (1)  (D))  is  Willi  by  striJdng  out  "$0.77  per 
poiBid  for  the  1988  crop,  $0,745  per  pcund  for  the  1989  cnp,  «idl  $0,729 
per  pcund  for  the  1990  crop"  end  ineerting  in  lisu  thereof  "$0,714  per 
poiBid  for  the  1988  cnp,  $0,643  per  pound  for  the  1989  cnp,  «id  $0,579 
per  pound  for  the  1990  crap'i  end 

(d)    lOCE.  -Section  101A(c)  (1)  0»  of  the  Agricultozal  Act  of  1949 
(7  U.8.C.  1441-1  (c)  (1)  0»)  is  anded  by  striking  out  "$U.30  per 
famdreAfsight  for  the  1988  crop,  $10.95  per  hundredMeii^  for  the  1989 
crop,  end  $10.71  per  hundredweight  for  the  1990  crop"  «id  ineerting  in 
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li«i  theraof  "110.50  per  HmaxmOmii^  tor  tte  1M8  crop,  f9.45  per 
taundraaMilgtit  far  tte  1989  crap,  and  $8.S1  pm:  hgAeAiii^  £ar  tte 
1990 


SBC.  4.     FRZCE  SOBVOKt  l^JBJB. 

(a)    WEKT.  -0Kticn  lOTDCa)  (31  (B|  of  tte  tarlcultiBal  tet  of  1949 
(7  U.8.C.  1445b-3(a|  (3)  (B))  la  anted  fay  striking  out  "5  paront"  and 
inaarting  in  lien  tiiaraof  "10  pacont"i 


(b)    FB>  GROMS.  -Sacticn  105C(a)  (2)  (B)  of  tha  AgriooltiBal  tet  of 
1949  (7  U.8.C.  1444a (a)  (2)  (B))  ia  ■mill  fay  atriJdng  out  "5  pacont" 
and  inaarting  in  lien  tharaof  "10  parosnt"i 

Cc)  VPSJM>  OOnCM.  -Sacticn  10311(a)  (2)  (A)  of  the  AgricaltoKal  tet 
of  1949  (7  n.S.C.  1444-1  (a)  (2)  (A))  ia  awndad  by  atriJdng  out  "S  paroant 
ffOB  tliB  loan  Iffval  datazminad  for  tha  praoading  cxop  nor  balcnf  50  oanta 
par  pound"  and  inaarting  in  lien  tharaof  "10  parosnt  fcoai  tha  loan  lawl 
detazninad  tot  tha  praoading  crap"i 

(d)    mCB.  -Sacticn  lOlA(a)  of  tha  Agriooltoral  tet  of  1949  (7 
U.S.C.  1441-l(a))  ia  amendad  fay- 

(1)    atriking  out  aufaparagraph  (B)  in  jiaiayiaili  (II  and 
inaarting  in  liau  tharaof  tha  fblloidngt    "(B|  in  tha  oaaa  of  aach 
of  tha  1987  throng  1990  czopa  of  rioa,  85  paroant  of  tha  ai^^ 
avaraga  prioa  raoaiviad  fay  prodttoarar  aa  datandnad  fay  tha 
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SacTBtaxy,  daring  tte  Mztoting  ymrm  for  tte  iandiatBly  praoading 
5  crops  of  rloa,  •Rclnding  tha  yaar  in  which  tha  avaiaiia  prioa  wu 
tte  hig^iaat  and  tte  yaar  in  which  tha  ovacaga  prioa  i«s  tha  loiiaat 
in  auch  pariod.'y  and 

(2)     atriking  out  in  paragiaph  (2)  "5"  and  inaarting 
in  liau  of  ttMBTBot  "10"y  and 

(a)    80XBEM6.  -Sactifln  201  (i)  of  tha  Agricultural  fct  of  1949 
C7  U.S.C.  1446  (i))  ia  amandad  fay- 

(1)  atriJdng  out  in  paragragih  (1)  (C)  "5  paroit  in  any  yaar 
and  in  no  avant  belai#  $4.50  par  buihal"  and  inaarting  in  liau 
tharaof  "10  paroent  in  any  yaar";  and 

(2)  atriking  out  in  paragraph  (2)  "and  in  no  anpant  balow 
$4.50  par  buahal". 


SBZ.  5.    ErracnVE  cms.    Iha  maanatmatM  aada  fay  thia  Act  atell  be 
affactiva  with  vaipact  to  tha  1988  thxou^  1990  cropa  of  whaat,  faad 
graina#  i^^land  cotton^  rice  and  aoybaana. 
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ABILL 

Ttiim  propcMtd  lagislation  eliminatM  planting  m  a  rtqulmtnt  of  •ligibility 
for  daficiancy  payatnta,  laduoaa  aatabliahad  pcioaa  and  pronridaa  for  lowar 
statutory  miniaum  aupport  lavala. . 

SBCnOW-BY-SBCnON  AWM^YSIS 


Saction  2  aaanda  aactiona  107D  (iihaat),  105C  (faad  graina),  103A 


(upland  cotton)  and  lOU  (rioa)  of  tha  Agricultural  Act  of  1949,  aa 
(Tha  "1949  Act")  with  raapact  to  tha  mininn  paroantaga  of  a  fam'a  paoaittad 
acraaga  that  nuat  ba  plantad  for  harvaat  to  a  peogr—  crop  in  ordar  for  a 
produoar  to  raoaiva  a  daf  iciancy  payatnt  for  auch  program  crop  with  raapact  to 
undarplantad  acraaga. 

Currantly  tha  1949  Act  raquiraa  that  a  miniaun  of  50  paroant  of  tha 
parmittad  acraaga  ba  plantad  to  tha  progr—  crop  in  ordar  to  raoaiva 
daf  iciancy  payatnta  with  raapact  to  92  paroant  of  tha  pandttad  acraaga  baaa 
aatabliahad  for  a  crop  for  a  farm*  A  produoar  «ho  plants  not  laaa  than  50 
paroant  and  not  ivra  than  92  paroant  of  tha  pandttad  acraaga  ia  aligibla  to 
raoaiva  92  paroant  of  tha  anount  of  daf  iciancy  payatnta  vhich  tha  produoar 
%#ould  otharwiaa  ba  aligibla  to  raoaiva  had  tha  farm' a  full  paoidttad  acraaga 
baan  plantad  for  harvaat.  A  produoar  «ho  planta  laaa  than  50  paroant  or  mora 
than  92  paroant  of  tha  farm's  parmittad  acraaga  baaa  ia  aligibla  to  raoaiva 
daf  iciancy  payatnta  on  tha  acraaga  actually  plantad  to  tha  progri  crop. 
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section  2  of  tte  bill  ctoUtM  thoM  prGvisioni  of  tte  1949  Act  that 
mem  ivplioibl*  to  nhsat,  fMd  grmins,  upland  ootton  and  rioa  vhich  vaquire 
that  50  paroant  or  man  of  tha  facm'a  paoidttad  acraage  Hist  ba  plantad  to  a 
fnutfiat  crop  in  ordar  for  a  produoar  to  ba  aligibla  to  raoaiva  92  paroant  of 
tha  pa^nnta  Mhich  tha  produoar  nould  raoaiva  if  tha  fam'a  antira  pandttad 
acraaga  baaa  had  baan  plantad.  Ondar  tha  proviaiona  of  tha  1949  Act  (aa 
■aaiMJafl  by  aaction  2  of  tha  bill)  produoara  Mould  ba  aligibla  to  raoaiva 
daficiancy  pa^nnta  on  92  paroant  of  tha  fam'a  pandttad  acraaga  if  laaa  than 
92  paroant  of  tha  pandttad  acraaga  ia  plantad  to  tha  prograi  crop  or  othar 
crop  aa  daalgnatad  by  tha  Sacratary. 

Sac.  3 

Saction  3  of  tha  bill  avnda  tha  1949  Act  by  aubatituting  loiiar 
adninum  aatabliahad  prioaa  for  tha  1988  through  1990  cropa  of  nhaat,  com, 
upland  ootton  and  rioa.  Ihaaa  raviaad  aatabliahad  prioaa  raflact  a  10  paroant 
ainual  dadina  baginning  with  tha  1988  cropa  and  appaar  in  tha  tabla  balow. 


ITW 

aw 

SBCnCN  OP  1949  ACT 

1949  ACT 

BILL 

mEKT  ($/bu) 

1988 
1989 
1990 

107lXc)(l)(G) 

4.29 

4.16 
4.00 

3.94 
3.55 

3.19 

aotm  ($/bu) 

OPLMO 

oonoi  ic/ib) 

1988 
1989 
1990 

1988 
1989 
1990 

105C(c)(l)(B) 
103A(C)(1)(D) 

2.97 
2.88 

2.75 

77.0 
74.5 
72.9 

2.-73 
2.45 

2.21 

71.4 
64.3 

57.9 

RICE  ($/cvt) 

1988 
1989 
1990 

10U(C)(1)(D) 

11.30 
10.95 
10.71 

10.50 
9.45 

8.51 
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SKtion  4  of  tte  biU  «Mnds  tiM  1949  Act  to  pKmit  with  rtap^ct  to 
th»  1988  through  1990  crops  of  nhMit,  fMd  grains,  upland  ootton,  rice  and 
soybsans  an  annual  raduetion  in  tha  basic  support  lavals  of  not  to  axoaad  10 
parcsnt  froa  tha  laval  of  support  Mhich  was  applicabla  to  tha  crop  in  tha 
pcavioua  crop  yaar.  Statutory  ■ininun  lavals  of  prioa  support  for  rioa, 
Mpland  ootton  and  aoybaana  ara  dalatad.  Tha  diacrationary  a(^juatfl»nts  in  tha 
lavals  of  prioa  aupport  that  parmit  tha  Sacratary  to  Maintain  tha  axport 
ooBpatitiiianaaa  of  ahaat,  faad  grains  and  aoybaana  ara  not  affactad  by  tha 
pcoviaioM  of  thU  bill. 
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DECOUPLING  CONCEPT 


THURSDAY,  MARCH  12,  1987 

House  of  Representatives, 
Subcommittee  on  Wheat,  Soybeans,  and  Feed  Grains, 

cobimittee  on  agriculture, 

Washington,  DC. 
The  subcommittee  met,  pursuant  to  call,  at  9:40  a.m.,  in  room 
1302,  Longworth  House  Office  Building,  Hon.  Dan  Glickman  (chair- 
man of  the  subcommittee)  presiding. 

Present:  Representatives  Eng&h,  Huckaby,  Evans,  Penny, 
Nagle,  Jontz,  Volkmer,  Marlenee,  Stangeland,  Roberts,  Smitn, 
Schuette,  and  Grandy. 

Staff  present:  Vemie  Hubert,  assistant  counsel;  Katherine  A. 
Hughes,  clerk;  Greg  Frazier,  Eugene  Moos,  Timothy  J.  Galvin,  Ber- 
nard Brenner,  Timothy  De  Coster,  Parks  Shackelford,  Ciiff  Hum- 
phrey, John  J.  Aquirre,  and  Paulette  Zakrzeski. 

OPENING  STATEMENT  OF  HON.  DAN  GLICKMAN,  A 
REPRESENTATIVE  IN  CONGRESS  FROM  THE  STATE  OF  KANSAS 

Mr.  GucKMAN.  Why  don't  we  go  ahead  and  begin.  We  would  like 
to  welcome  everybody  today. 

This  subcommittee  has  begun  a  series  of  hearings  on  program  op- 
tions to  the  1985  farm  bill  in  an  attempt  to  examine  some  of  these 
things  that  have  been  discussed  over  a  period  of  time,  things  like 
targeting,  things  like  decoupling,  mandatory  programs,  to  try  to 
get  a  better  in-depth  feel  of  what  will  happen  if  we  go  down  this 
road,  not  just  that  it  is  a  good  idea,  but  what  are  the  implications 
to  all  of  agriculture,  all  the  grains,  livestock,  cotton,  rice,  exports. 
Too  often  we  find,  I  think,  that  we  start  down  the  road  of  providing 
ourselves  with  a  good  idea  and  don't  really  examine  all  of  its  rami- 
fications. 

So  today  we  begin  the  series  on  these  concepts,  program  options, 
and  the  fiirst  one  has  to  do  with  the  decoupling  concept.  This  is  one 
that  has  gotten  a  lot  of  attention  lately.  Part  of  it  has  to  do  with 
the  leadership  of  the  Senator  from  Minnesota,  Mr.  Boschwitz,  and 
the  Senator  from  Oklahoma,  Mr.  Boren.  Part  of  it  has  to  do  with 
some  statements  coming  out  of  the  administration  as  to  decoupling 
concepts,  although  I  have  not  seen  any  proposal  yet  out  of  the  ad- 
ministration on  decoupling,  but  I  know  that  this  buzz  word  is  some- 
thing that  is  sweeping  Washington  and  the  agricultural  community 
right  now. 

I  think  it  is  very  healthy  that  we  begin  to  talk  about  subjects 
like  these,  because,  as  I  understand  decoupling,  we  basically  sepa- 
rate the  pa3rment  from  the  production  so  that  a  payment,  where  it 
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exists,  is  provided  notwithstanding  any  particular  requirements  on 
that  producer  to  do  something  for  it.  Some  people  find  this  offen- 
sive because  they  say  it  is  tantamount  to  welfare.  Other  people  say 
it  is  a  good  idea  because  it  makes  that  producer  make  his  decisions 
based  on  the  marketplace  but  still  provides  him  independently 
some  income  which  he  needs  so  desperately  to  stay  in  rural  Amer- 
ica. 

So  I  think  this  is  a  good  concept  to  explore,  and  it  is  one  that,  as 
we  look  at  program  changes,  we  ou^ht  to  take  a  serious  look  at. 

Now  I  would  like  to  call  on  our  actmg  ranking  minority  member, 
Mr.  Stangeland. 

OPENING  STATEMENT  OF  HON.  ARLAN  STANGELAND,  A  REPRE- 
SENTATIYE  IN  CONGRESS  FROM  THE  STATE  OF  MINNESOTA 

Mr.  Stangeland.  Thank  you,  Mr.  Chairman. 

I  want  to  commend  you  for  holding  these  hearings.  As  you  well 
recall  and  as  most  of  this  audience  remembers,  we  struggled  long 
and  hard  in  1985  to  put  the  farm  bill  together  that  today  is  farm 
law,  working  with  the  Senate,  a  law  that  might  be  described  as  im- 
perfect at  best.  However,  it  was  the  best  alternative,  I  think,  that 
we  all  could  come  forward  with.  But  I  think  it  is  very  appropriate 
that  because  the  economy  of  agriculture  is  in  troubled  straits, 
having  problems,  that  we  look  at  what  might  be  alternatives  or 
what  might  come  down  the  road  behind  this  farm  bill. 

I  think  at  the  time  we  put  that  bill  together,  as  you  recall,  our 
now  Mcgority  Leader  of  the  House  said  time  and  again  one  farm 
bill  is  not  going  to  solve  all  of  the  problems  of  agriculture  that  we 
are  in  right  now  because  a  lot  of  those  problems  are  driven  by 
forces  outside  the  purview  of  agriculture. 

But  I  think  it  is  appropriate  that  we  look  at  these  various  ideas 
and  concepts.  I  think  America's  farmers  expect  us  to  do  the  best  we 
can  and  give  it  a  try,  and  as  long  as  we  have  done  that  I  think  they 
are  going  to  feel  comfortable  that  we  have  done  the  best  job. 

I  want  to  take  this  time  to  welcome  my  Senator  from  Minnesota* 
Senator  Boschwitz,  who  is  certainly  one  of  the  agricultural  leaders 
on  the  Senate  side. 

Mr.  GucKMAN.  Thank  you,  Mr.  Stangeland. 

We  will  start  today  with  our  colleague  Ten^  Bruce  who  sat  on 
this  committee  before  he  was  on  the  distinguished  Committee  on 
Energy  and  Commerce;  I  have  worked  with  him  and  continue  to 
work  with  him  on  a  variety  of  matters  affecting  agriculture,  bank- 
ing legislation,  and  others;  and  our  colleague  from  the  other  body, 
the  distinf^hed  Senator  from  Minnesota,  Senator  Boschwitz. 

Mr.  Smith. 

Mr.  Smffh.  May  I,  just  before  we  start,  Mr.  Chairman? 

Mr.  GucKMAN.  Yes,  I'm  sorry. 

OPENING  STATEMENT  OF  HON.  ROBERT  F.  (BOB)  SMITH,  A 
REPRESENTATIVE  IN  CONGRESS  FROM  THE  STATE  OF  OREGON 

Mr.  Smffh.  I  think  it's  a  good  idea  to  take  a  look  at  decoupling, 
although  it  kind  of  flies  in  the  face  of  what  we  have  lustoncal^ 
done  in  agriculture  in  America.  I  think  it  certainlv  is  cost-effective 
if  we  are  looking  at  decoupling  compared  to  subsidy  for  certain 
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kinds  of  crops.  But  if  we  fiure  going  to  do  that,  Tm  going  to  make 
sure  that  we  are  not  going  to  sulMidize  a  farmer's  land  and  then 
allow  him  to  either  plant  another  crop  in  competition,  be  it  haying, 
grazing,  soybeans,  or  anything  else.  I  think  decoupling  has  to  be 
looked  at  in  a  manner  like  the  conservation  reserve.  Philosophical- 

S,  I  can't  support  paying  a  farmer  with  Federal  tax  dollars  and 
en  allowing  him  to  go  into  competition  with  nonsubsidized  people 
who  are  in  agriculture. 

So  I  want  to  make  that  point,  Mr.  Chairman.  While  I  am  open  on 
decoupling,  I  think  that  caveat  has  to  be  there. 

Thank  you. 

Mr.  GucKMAN.  Thank  you,  Mr.  Smith. 

As  usual  in  Washington,  you  come  up  with  these  terms  and  they 
mean  different  things  to  different  people.  So  we  will  see  what  they 
mean  to  our  first  two  witnesses,  and  then  we  will  proceed  from 
here. 

Our  first  witness  is  Terry  Bruce,  a  distinguished  Member  of  this 
body  and  former  member  of  this  committee. 

STATEMENT  OF  HON.  TERRY  L.  BRUCE,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  ILLINOIS 

Mr.  Bruce.  Thank  you,  Mr.  Chairman  and  members. 

I  am  happy  to  be  back  before  this  subcommittee  on  which  I 
served  during  the  99th  Congress.  We  spent  many  hours,  and  I 
think  Mr.  Smith's  comments  and  Mr.  Stangeland's  comments — the 
fact  that  we  worked  out  the  1985  farm  bill  oy  having  a  coalition  of 
people  to  have  a  5-year  plan  for  agriculture  and  to  stabilize  the 
basic  agricultural  economy,  and  now,  less  than  a  vear  later  there  is 
talk  by  the  administration  for  changes — I  would  remind  you  that 
we  passed  the  1985  farm  bill  out  of  the  House  by  a  vote  of  325  to 
96,  and  now  we  find  that  the  administration  feels  that  they  have 
found  the  ultimate  answer  for  the  farm  problem,  and  they  want  to 
solve  the  farm  problem  once  and  for  all,  according  to  their  press 
release. 

I  think  all  of  us  want  to  solve  the  farm  problem,  whatever  that 
is,  once  and  for  all,  but  I  want  to  appear  before  you  today  to  oppose 
the  administration  proposal.  Their  proposal  will  only  abrogate 
some  of  the  very  hard  fought  battles  we  had  in  this  committee  and 
on  the  floor  and  will  go  against  a  carefully  negotiated  agreement 
that  we  had. 

It  is  true  that  the  1985  farm  bill,  as  mentioned  by  Mr.  Smith,  did 
not  make  everyone  happy.  It  was  not  something  that  everyone 
wanted  in  that  bill.  In  the  individual  commodity  group,  thev  could 
have  fashioned  a  better  farm  bill  for  themselves  individually.  Any 
one  State  could  have  said  this  is  the  way  the  bill  would  help  us 
better,  Illinois  opposed  to  Louisiana,  Kansas  as  opposed  to  CaUfor- 
nia.  But  there  is  something  to  be  said  for  working  together,  and 
there  is  much  to  be  said  for  working  a  5-year  program,  a  policy  to 
advance  the  cause  of  American  agriculture  as  a  whole. 

I  think  that  the  bill  that  we  drafted  evolved  fix>m  a  long  series  of 
debates  of  all  the  interested  parties,  the  result  of  which  was  a  com- 
promise. The  compromise  called  for  rapidly  changing  declines  in 
market  support  levels  coupled  with  a  very  slow  decline  in  target 
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prices.  We  agreed  that  the  United  States  agriculture  should  move 
toward  a  more  market-oriented  posture  in  world  markets.  That  was 
the  agreement  that  we  struck  just  a  little  over  a  year  ago. 

Since  our  problems  were  caused  more  by  the  inability  of  the  Fed- 
eral Government  to  control  its  spending  and  not  the  inability  of 
American  farmers  to  control  their  production,  we  further  agreed 
that  most  of  the  risk  should  be  borne  by  the  Federal  Government 
rather  than  by  farmers.  So  we  agreed  to  stabilize  farm  income 
while  allowing  our  export  markets  to  respond,  and  we  agreed  to  a 
5-year  plan  wnich  our  farmers  could  use  to  plan  and  act  on  in  good 
faith.  We  struck  a  b€u-gain,  and  we  signed  an  agreement,  and  now 
the  administration  proposes  to  violate  this  contract. 

They  deviate  substantially  from  our  compromise  by  reducing 
target  prices  much  more  rapidlv  than  we  agreed  upon,  and  it  re- 
sults in  almost  a  doUar-for-dollar  trade-ofT  between  Government 
cost  savings  and  the  loss  of  farm  income. 

Recent  studies  have  projected  annual  farm  income  losses  through 
1991  at  between  15  and  20  percent  or  more.  How  can  we  see  a 
change  of  this  magnitude  in  farm  income  and  then  say  that  we  are 
going  to  solve  the  farm  financial  problems  once  and  for  all  by  using 
the  administration  proposal?  Surely  farmers  will  have  more  repay- 
ment problems,  there  will  be  more  foreclosures  in  the  rural  econo- 
my, and  the  banking  system  will  suffer  even  more. 

Most  of  Illinois  and  much  of  my  district  lies  in  the  heart  of  the 
Com  Belt.  Several  counties  in  my  district  rank  historically  as  some 
of  the  highest  com  producing  counties  in  the  United  States.  Cham- 
paign County,  my  largest  county,  alone  produces  41  million  bushels 
of  com  on  nearly  300,000  acres  of  highly  productive  land,  and  com 
and  soybeans  account  for  nearly  one-half  of  the  farmers'  receipts  in 
Illinois. 

We  are  favored  by  having  the  University  of  Illinois  located  there, 
the  land  grant  college,  and  David  Lins,  an  agricultural  economist 
at  the  University  or  Illinois,  recently  conducted  a  study  on  the 
impact  of  reduced  target  prices  on  Illinois  grain  farms.  Lins  states, 

Under  the  1985  farm  bill,  cash  grain  operations  which  are  financially  sound  today 
may  experience  some  decline  in  financial  position  over  the  next  4  years.  The 
Reagan  proposal  would  dramatically  worsen  the  financial  position  of  these  opera- 
tors. 

The  administration's  proposal  of  a  0/92  decoupling  option  might 
be  viewed  as  not  much  of  a  very  large  deviation  from  our  proposal 
of  a  voluntary  50/92  proposal  which  was  in  the  farm  bill.  However, 
the  administration's  decoupling  proposal  sidesteps  nearly  all  of  our 
efforts  to  conduct  farm  programs  on  economic  policy  rather  than 
on  social  policy. 

My  concern  is  that  in  Illinois — and  I  only  speak  from  my  per- 
spective— decoupled  benefits  could  be  very  well  viewed  as  welfare 
pisiyments  and  welfare  which  is  not  based  upon  need,  and  I  don't 
thmk  the  American  farmer  wants  something  for  nothing,  and  I 
don't  think  the  Federal  Government  wants  to  encourage  that  sort 
of  mentality. 

Beyond  that  stumbling  block,  where  is  the  incentive  to  partici- 
pate? Only  those  farmers  with  full-time  job  alternatives  or  low- 
jdelding  farms  can  really  participate  in  a  program  involving  dra- 
matic cuts  in  production,  and  what  about  the  landlord-tenant  rela- 
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tionship?  How  long  will  it  take  in  Illinois  and  across  the  United 
States  for  landlords  to  realize  that  he  can  be  paid  for  planting  zero 
acreage,  and  then  if  you  can  do  that,  what  is  the  need  for  tenants? 
That  may  hurt  very  much  the  young  farmer  in  the  United  States. 

A  Wall  Street  Journal  article  recently  said  that  young  farmers 
who  have  survived  through  much  of  the  problems  that  we  are  expe- 
riencing on  the  farms  did  it  by  renting  land. 

I  would  just  remind  the  subcommittee  that  the  figures  are  not 
even  yet  in  on  the  participation  in  the  50/92  option,  and  if  for  no 
other  reason  it  would  seem  unwise  for  me  to  rush  into  a  0/92  pro- 
gram before  we  even  know  what  the  effects  of  the  program  that  we 
currently  have  are. 

I  think  we  ought  to  give  time  for  the  program  to  work.  We  need 
to  allow  farmers  to  work  in  a  stable  economic  environment.  They 
need  to  be  able  to  plan,  they  need  to  have  a  planting  decision  pro- 
gram, they  need  to  make  judgments  on  how  to  participate  in  a 
farm  program,  how  that  will  affect  their  production  costs,  and  how 
much  it  will  affect  their  marketing  income.  These  judgments  for  a 
farmer  become  impossible  if  we  keep  changing  the  rules  of  the 
sjnstem. 

We  debated  last  year.  We  forged  a  coalition  of  all  the  commodity 
groups,  and  we  arrived  at  a  compromise,  we  made  an  agreement, 
and  I  don't  think  it  is  in  the  interests  of  the  American  farmer  or 
the  Congress  as  a  whole  to  launch  off  on  this  dramatic  change  in 
the  farm  bill  less  than  a  year  after  its  passage. 

Mr.  Chairman,  I  really  honor  the  opportunity  to  have  a  chance 
to  speak  to  the  members  of  this  subcommittee  this  morning. 

[The  prepared  statement  of  Mr.  Bruce  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  GucKMAN.  Thank  you;  thank  you  very  much. 

Now  we  are  pleased  to  have  our  colleague  from  the  Senate. 

Senator  Boschwitz,  we  appreciate  your  being  here. 

STATEMENT  OF  HON.  RUDY  BOSCHWITZ,  A  U.S.  SENATOR  FROM 
THE  STATE  OF  MINNESOTA 

Senator  BoscHwrrz.  I  would  say  to  my  colleague,  Mr.  Bruce,  that 
I  will  answer  some  of  your  questions,  and  I  agree  with  the  chair- 
man's opening  statements  that  these  concepts  need  to  be  aired  and 
aired  early  and  that  that  does  not  necessarily  mean  that  we  want 
to  do  away  with  the  1985  farm  bill. 

Mr.  Chairman,  I  thank  you  for  your  foresight  in  holding  hearings 
about  new  concepts  and  for  allowing  me  to  testify  on  decoupling. 

In  1985,  when  Senator  Boren  and  I  intreduced  the  so-called 
Boschwitz-Boren  farm  bill,  our  plan  was  not  known  as  decoupling. 
Since  that  time,  decoupling  has  become  a  buzzword  for  our  con- 
cepts. It  has  also  become  a  Duzzword  for  some  other  ideas  that  are 
not  really  decoupling,  including  some  of  the  things  that  have  been 
referred  to  by  Mr.  Bruce. 

As  originally  envisioned  in  the  Boschwitz-Boren  farm  bill  of  1985, 
decoupling  means  that  we  fundamentally  change  agricultural 
policy.  No  longer  would  farmers  have  their  planting  decisions 
driven  by  Government  progrcuns;  total  decoupling  would  mean  that 
farmers  would  produce  crops  solely  according  to  the  market  signals 
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while  still  receiving  income  support  fix)m  the  Government.  I  under- 
stand some  of  Mr.  Smith's  hesitations  about  it,  and  we  address 
some  of  those  hesitations  as  well. 

Several  conditions  must  be  met  before  the  planting  decision  be- 
comes neutral,  before  it  really  is  a  marketoriented  rather  than  a 
program-oriented  decision.  The  first  thing,  the  income  support  pay- 
ments, or  transition  payments  as  we  call  them,  must  be  nuule  rela- 
tive to  a  historic  measure  of  base  and  yield  or  some  other  fair 
standard,  and  we  would  freeze  bases  and  yields. 

Second,  the  payment  must  be  independent  of  what  is  planted  in 
the  current  year.  The  farmer  can  grow  whatever  he  wants — or 
nothing  at  an — and  still  get  his  or  her  payments,  and  I  would  say 
to  my  friend,  Mr.  Smith,  that  we  may  have  to  negotiate  some  parts 
of  that  requirement,  perhaps  just  program  crops. 

Third,  the  amount  of  payments  must  be  known  in  advance  so 
that  the  farmer  can  make  plans.  It  cannot  be,  for  instance,  like  a 
deficiency  payment  which  gets  smaller  as  the  market  price  rises 
above  the  loan  rates.  If  the  pa3rment  is  not  reduced,  the  farmer  will 
benefit  from  the  upside  of  the  market  as  the  price  rises  above  the 
loan  rate. 

Fourth,  the  loan  rates  must  be  low  enough  so  that  they  have  no 
influence  on  planting  decisions.  This  means  they  must  be  set  near 
the  variable  cost  of  production. 

Fifth,  there  must  be  no  acreage  reduction  requirements  as  a  con- 
dition for  getting  the  pa3rments. 

If  these  conditions  are  met,  it  would  be  straightforward  and  justi- 
fiable to  phase  down  and  eventually  perhaps  eliminate  the  Govern- 
ment's involvement  in  agricultural  supports.  The  income  support 
pa3rments  could  be  reduced  on  a  set  schedule  over  a  period  of  time. 
The  pa3rments  would  be  predictable  to  the  farmer  so  he  could  plan 
his  operation  with  certainty.  This  would  also  be  predictable  from 
the  standpoint  of  the  taxpayer,  because  the  Government's  costs 
would  decline  year  by  year  as  yields  and  bases  would  be  fixed,  as  I 
mentioned.  The  overall  effect  from  decoupling  the  income  support 
in  this  way  would  be  to  eliminate  the  production  incentive  that 
currently  comes  from  the  programs  themselves. 

Mr.  Chairman,  if  I  may  illustrate  just  for  a  moment  on  the  black- 
board which  you  have  been  kind  enough  to  provide,  in  the  whole 
idea  of  decoupling  in  the  Boschwitz-Boren  bill,  we  set  some  pretty 
low  loan  rates,  and  we  have  no  set-asides.  Let  me  just  illustrate  it 
by  a  chart. 

Let's  say  that  we  take  as  a  loan  rate  on  com  $1.10,  a  low  loan 
rate,  but  that  is  about  the  variable  cost  of  production;  maybe  it  is 
even  a  little  above  the  variable  cost  of  production,  particularly  in 
the  area  where  Mr.  Bruce  comes  from. 

Because  there  is  no  set-aside  and  because  pasrments  are  made  on 
100  percent  of  the  base,  you  don't  need  the  $3.03  taraet  price  on 
com,  but  you  get  the  same  effect  if  you  were  about  $2.60,  and  we 
reduce  the  pasrment  by  half  in  a  6-year  period  from  $2.60— so  that 
is  $1.50 — down  to  $1.85.  So  in  6  years  the  pasrment  would  be  75 
cents. 

So  the  first  year  there  would  be  a  $1.50  payment,  the  difference 
between  $1.10  and  $2.60,  and  that  pa3rment  would  be  made  regard- 
less of  what  the  market  price  is.  If  the  market  price  went  like  this. 
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let's  say,  over  a  6-year  period — and  there  really  is  no  way  to  project 
what  will  happen — under  present  law,  all  of  this,  everything  above 
the  loan,  except  if  the  loan  rises  above  the  target — everything 
above  the  loan  would  inure  to  the  Government.  But  under  our 
plan,  all  of  this  inures  to  the  farmer;  the  farmer  has  the  upside  of 
the  market. 

So  if  you  say  to  the  farmer,  "Well,  your  support  level  is  going  to 
come  down,''  nevertheless  you  say  to  him,  "The  market  reaction  is 
yours,"  and  if  you  put  the  loan  rate  low  enough — $1.10  in  the  case 
of  com,  and,  as  you  know,  the  normal  relationship  between  com 
and  wheat  has  been  about  117  percent — in  other  words,  $1.10 
would  be  about  $1.30  on  wheat.  That  is  a  low  loan  rate.  If  you  set 
the  loan  rate  low  enough,  the  likelihood  of  the  market  rising  above 
the  loan  is  very  great,  and  the  net  result  is  that  you  do  indeed  give 
the  farmer  an  upside,  and  you  do  indeed  give  the  farmer  some 
reason  for  optimism. 

I  don't  talk  in  terms  of  southern  Illinois  yields,  regretfully,  in 
Minnesota;  if  we  get  120  bushels  to  the  acre,  it  is  pretty  good  in 
com;  120  bushels  to  the  acre — an  acre  of  land  over  the  first  6  years 
would  )deld  payments  that  would  be  predictable  of  about  $820.  The 
first  year  would  be  $180,  and  it  would  go  down  by  10  percent  each 
year.  So  the  second  year  it  would  be  $162  and  so  forth. 

But  the  upside  of  the  market  belongs  to  the  farmer,  and  so  if  you 
have  any  sense  that  market  forces  will  indeed  react — and  they 
always  seem  to — then  you  can  be  optimistic  about  the  plan  operat- 
ing to  the  benefit  of  the  farmer. 

What  I  have  just  described  is  pure  decoupling,  the  idea  of  no 
acreage  reductions,  which  I  would  add  to  your  description  of  it,  and 
the  ability  to  plant  any  crop,  which  I  understand  Mr.  Smith  would 
have  difficulty  with,  together  with  a  number  of  other  people,  and 
there  are  several  other  options  that  have  been  also  called  decou- 
pling. 

This  subcommittee  reported  out  a  bill  that  would  provide  what  is 
known  as  0/92  for  producers  of  1987  crop  winter  wheat  who  were 
prevented  from  planting  because  of  weather  problems.  This  meas- 
ure is  principally  for  disaster  pa3rments. 

The  administration  has  also  come  forth  with  what  is  known  as  a 
0/92  option.  Under  this  option  producers  would  not  be  forced  to 
plant  just  so  thev  can  get  loans  and  deficiencv  payments.  Farmers 
with  high  variable  costs  of  production  could  take  the  deficiency 
payment  and  put  their  land  to  conserving  uses. 

Originally,  I  didn't  support  the  administration's  0/92  proposal  be- 
cause I  did  not  believe  it  went  far  enough.  It  decoupled  planting 
from  deficiency  pa3rment,  but  it  did  not  make  fixed  deficiency  pay- 
ments, or  transition  payments  as  we  would  call  them,  or  allow  pro- 
ducers to  plant  whatever  crop  made  sense.  It  also  maintained  land 
diversion  programs. 

However,  I  have  notified  Senators  on  the  Agriculture  Committee 
that  I  intend  to  modify  the  administration's  proposal  so  it  more 
closely  resembles  true  decoupling.  Of  course,  I  know  we  cannot 
obtain  complete  decoupling  in  1987,  but  we  can  at  least  move  in 
that  direction. 

I  understand  the  reluctance  on  the  part  of  Members  of  Congress 
to  make  major  changes  in  the  farm  bill,  and  Mr.  Bruce  has  ex- 
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pressed  that  reluctance,  and  I  join  him  in  that.  In  fact,  in  the  fall 
of  last  year  I  wrote  a  "Dear  Colleague''  letter  to  every  other  Sena- 
tor urging  them  to  stay  the  course  with  the  1985  farm  bill.  Now, 
half  a  year  later,  I  am  surprised  by  how  many  farm  groups  tell  me 
we  ought  to  leave  the  1985  farm  bill  alone.  They  reckon  the  farm 
bill  is  not  so  bad  after  all.  I  generally  agree,  but  that  does  not 
mean  we  should  stop  talking  about  farm  policy,  as  you  indicated 
earlier,  Mr.  Chairman.  I  see  a  modified  0/92,  not  some  kind  of  farm 
bill  rewrite  but  as  an  improvement  on  the  fairly  minor  section  of 
the  1985  farm  legislation  called  50/92. 

I  have  talked  to  several  farm  group  leaders.  Frankly,  some  of 
them  are  almost  scared  about  0/92.  Many  of  these  concerns  are  le- 
gitimate and  should  be  taken  into  consideration.  My  0/92  option 
would  take  care  of  most  of  those  problem.  Let  me  explain. 

The  major  fears,  as  I  see  them,  are  as  follows:  Producers  would 
not  have  a  guaranteed  payment  and  therefore  would  risk  having 
these  payments  reduced  if  the  market  price  rises,  as  in  my  little 
chart  there.  My  proposal  would  take  care  of  this  by  guaranteeing 
the  payment  based  on  USDA's  estimated  deficiency  pasrment  at  the 
time  of  sign-up.  Producers  would  know  what  their  return  would  be. 

Secondly,  as  Mr.  Bruce  mentioned,  tenants  might  be  discriminat- 
ed against  by  landlords  who  want  to  enter  the  program  and  land 
might  be  taken  out  of  production  for  the  wrong  reason.  My  propos- 
al would  require  the  Department  to  use  the  same  tenant  protection 
provisions  that  we  used  successfully  in  past  programs,  such  as  the 
PIK  Program  and  the  current  farm  programs  as  well. 

Thirdly,  producers  of  nonprogram  crops,  including  cattle,  would 
be  at  a  disadvantage  if  0/92  farmers  were  allowed  to  plant  any 
crop  they  wanted.  Although  I  believe  we  ought  to  work  toward  free 
planting  in  the  future,  I  realize  that  minor  crops  could  face  great 
difficulties  if  large  acreages  were  opened  up  to  compete  against 
them.  For  that  reason,  my  proposal  will  require  the  producers  put 
0/92  land  to  conservation  uses  only. 

As  far  as  cattle  producers  are  concerned,  I  realize  that  there  are 
differences  of  opinion  among  cattlemen  regarding  ha3ring  and  graz- 
ing provisions,  depending  on  where  they  are  located.  For  1987,  no 
ha3ring  and  grazing  would  be  permitted  on  the  new  50  percent  of 
the  0/92  underplanted  acreage  which  would  be  opened  up  for  pay- 
ment by  my  proposal.  In  other  words,  current  law  would  remain 
the  same  with  regard  to  haying  and  grazing  on  the  50/92  acres.  For 
instance,  if  the  State  requests  and  the  Secretary  grants  grazing 
during  any  5-month  period,  producers  in  that  State  would  be  able 
to  graze  their  off  land  regardless  of  the  0/92  participation. 

Another  objection  was  that  agribusiness  would  be  hurt  if  too 
many  acres  are  put  into  the  program,  and  this,  too,  is  a  legitimate 
concern.  Language  will  be  included  in  my  proposal  requiring  the 
Secretary  to  limit  participation  in  counties  where  the  local  econo- 
my might  be  damaged  by  participation  in  0/92. 

A  fifth  objection,  in  a  similar  vein,  there  is  concern  that  0/92  is  a 
huge  acreage  diversion  in  disguise.  Anyone  who  has  followed  my 
activities  in  agricultural  policies  knows  that  my  goal  is  to  do  away 
with  acreage  diversion  completely.  We  give  away  our  export  mar- 
kets, transfer  our  comparative  advants^es  in  agriculture  produc- 
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tion,  transportation,  and  processing  to  other  countries  when  we  try 
to  force  the  price  up  with  acreage  diversion  programs. 

0/92  will  not  result  in  massive  acres  going  out  of  production.  In 
fact,  analjrses  by  USDA  and  private  agricultural  consulting  firms 
indicate  that  the  regular  program  is  still  more  profitable  in  0/92 
for  producers  with  average  variable  costs  and  yields.  Why?  Because 
it  is  only  a  viable  option  if  a  producer  has  high  variable  costs  of 
production  or  low  yields.  Frankly,  most  of  our  production  comes 
from  operations  that  have  neither  problem. 

I  have  just  outlined  some  of  the  more  controversial  issues  that 
have  been  brought  to  my  attention  regarding  0/92  and  hope  you 
can  see  that  these  concerns  can,  indeed,  be  taken  care  of  with  care- 
fully constructed  legislation. 

I  would  like  to  outline  briefly  in  conclusion,  Mr.  Chairman,  why 
we  should  move  ahead  with  a  limited  decoupling  in  the  manner  I 
have  just  described.  First  and  most  importantly,  it  is  good  policy;  it 
makes  common  sense.  Why  in  the  world  should  we  tell  a  farmer 
that  he  or  she  must  plant  to  get  payments  when  such  a  farmer 
would  be  better  off  to  leave  the  land  idle?  However,  unlike  set- 
asides,  good  land  will  not  be  put  out  of  production  under  0/92. 

Does  it  make  sense  to,  on  the  one  hand,  spend  billions  to  make 
our  products  competitive  while  supporting  farm  income  and,  on  the 
other  hand,  force  farmers  to  keep  producing  the  stuff  when  they 
may  voluntarily  quit  if  given  the  option?  I  say  no  and  bet  that 
most  farmers  would,  too.  An  outsider  to  agriculture  would  wonder 
how  we  came  up  with  such  a  convoluted  S3rstem  as  we  have  today. 

Second,  we  try  0/92  in  1987,  and  it  is  received  favorably  in  the 
countryside.  Maybe  it  could  lead  to  more  complete  decoupling  of 
income  supports  from  agricultural  business  decisions.  After  all,  our 
efforts  of  the  past  50  yecu-s  to  mesh  income  support  for  rural  fami- 
lies with  agricultural  production  and  pricing  is  one  of  the  major 
reasons  farm  policy  does  not  work  today. 

Third,  USDA  estimates  that  0/92  will  save  $400  million,  and 
some  estimates,  as  you  noted  earlier,  Mr.  Chairman,  are  even  twice 
that  number.  Looking  down  the  road,  it  seems  clear  to  me  that  def- 
icit reductions  this  year  will  require  a  contribution  from  agricul- 
ture. If  we  take  the  opportunity  now  to  save  this  money,  it  could 
save  $400  million  to  $800  million,  so  we  have  to  save  less  later  if 
we  have  to  save  more  than  that. 

I  emphasize  now,  because  if  we  do  not  act  quickly  it  will  be  too 
late  for  farmers  to  take  advantage  of  the  program.  Planting  has  al- 
ready b^un  in  some  parts  of  the  country.  If  we  delay  more  than  a 
couple  of  weeks,  the  opportunity  will  be  lost  at  least  to  this  year. 
Personally,  I  would  much  rather  take  some  savings  now  by  offering 
0/92  than  having  to  come  back  and  explain  to  mrmers  why  their 
target  mices  or  something  else  have  to  be  cut  later  on. 

Mr.  Chairman  and  other  members  of  the  subcommittee,  I  appre- 
ciate your  time  and  the  opportunity  to  testify  today.  Hopefully  you 
now  see  how  we  can  overcome  some  of  the  concerns  that  have  been 
raised  about  0/92.  You  may  even  be  able  to  modify  your  committee 
bill  when  it  comes  to  the  floor  along  the  lines  that  I  have  suggest- 
ed; 0/92  mfidtes  sense  for  agriculture,  and  I  uree  you  to  look  favor- 
ably on  any  legislative  attempt  to  adopt  it  for  the  1987  crop. 

Thank  you,  Mr.  Chairman. 
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[The  prepared  statement  of  Senator  Boschwitz  appears  at  the 
conclusion  of  the  hearing.] 

Mr.  GucKMAN.  Thank  you,  Senator  Boschwitz.  I  want  to  thank 
you  both  for  your  testimony.  I  think  you  have  both  done  an  excel- 
lent job  at  providing  amplification  of  your  ideas. 

Rudy,  I  want  to  make  one  thing  clear.  While  you  talk  at  the  be- 
ginning of  your  testimony  about  your  more  comprehensive  Bosch- 
witz-Boren  long-term  decoupling  approach,  the  bulk  of  your  testi- 
mony today  is  that  we  should  move  ahead  with  basically  a  0/92 
program,  a  more  limited  approach  in  the  short  term. 

Senator  BoscHwrrz.  That  is  correct. 

Mr.  GucKMAN.  We  had  talked  about  in  this  subcommittee  doing 
this  a  pilot  program  for  one  year;  let's  say  the  1988  crop  for  wheat 
and  feed  grain.  In  which  case,  we  would  have  to  move  immediately 
in  order  to  get  feed  grains  in  that  crop. 

Senator  Boschwitz.  Are  you  talking  about  1988  or  1987  crops? 

Mr.  GucKMAN.  Fm  sorry;  1987  and  1988.  We  did  it  on  winter 
wheat  already,  a  proposal  similar  to  what  you  have  done.  We  are 
talking  basically  1987  and  1988,  Fm  sorry.  Are  you  talking  about 
sometning  longer  term  than  that? 

Senator  BoscHwrrz.  No.  I  would  if  we  could,  but  I  think  that 
your  approach  is  a  sound  one,  Mr.  Chairman. 

Mr.  GucKMAN.  We  characterized  it  as  a  pilot  program,  to  see 
how  farmers  voluntarily  would  agree  to  deal  with  this  kind  of  a 
limited— and  we  didn't  call  it  decoupling,  we  called  it  Acreage  Di- 
version Program,  because,  as  the  administration  yesterday  said,  it 
is  really  not  decoupling;  it  prohibits  the  planting  of  any  other  kind 
of  crops  on  that  acreage. 

I  don't  want  to  get  into  the  bag  of  what  we  call  it,  killing  it,  but  I 
assume  we  are  talking  about  the  same  thing,  a  pilot  program  es- 
sentially, where  producers  would  have  a  voluntary  decision  to 
make  whether  they  want  to  go  down  this  road  or  not,  and  if  they 
didn't  go  down  the  road,  they  would  not  be  prejudiced  at  all,  they 
wouldn't  lose  their  base,  they  wouldn't  lose  an3rthing  whatsoever. 
Is  that  the  same? 

Senator  Boschwitz.  That's  correct.  They  certainly  wouldn't  lose 
their  base  if  they  didn't  plant  either.  I  presume  when  you  say  pilot 
program  that  you  would  apply  it  rather  broadly.  It  would  be  pilot 
in  the  sense  of  being  of  rather  short  duration. 

Mr.  GucKMAN.  Short  duration  and  completely  voluntary. 

Senator  BoscHwrrz.  Sure. 

Mr.  GucKMAN.  There  would  be  no  compulsion  whatsoever,  and, 
as  a  matter  of  fact,  based  upon  our  numbers,  most  producers,  pen- 
ciling out  the  way  I  have  looked  at  it,  would  not  even  participate  in 
the  program,  because  the  numbers  would  be  more  advantageous  for 
them  to  stay  where  they  are. 

Senator  BoscHwrrz.  I  agree  with  that,  but  people  who  have  mar- 
ginal land  might  well  participate  in  it,  and  that,  of  course,  is  part 
of  the  objective. 

Mr.  GucKMAN.  The  other  thing  is,  you  have  a  provision  which 
provides  a  cushion  or  protection  in  the  event  that  the  price  goes 
up,  so  we  don't,  in  effect,  have  a  reverse  insurance  policy;  that  if 
the  market  improves,  the  producer  who  reverted  all  of  his  acreage 
would,  in  fact,  be  prejudiced  rather  dramatically.  That  would  seem 
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to  be  a  tremendous  disincentive  for  people  to  want  to  participate 
and  certainly  would  affect  the  ability  of  rural  banks  and  other 
creditors  from  wanting  to  lend  any  money  to  somebody  if  they 
didn't  know  there  was  going  to  be  some  sort  of  a  guarantee  in 
there.  So  I  think  that  ought  to  be  in  any  kind  of  proposal. 

Let  me  ask  Terry  this  question.  If,  in  fact,  we  have  this  enormous 
budget  problem  where  agriculture  is  going  to  have  to  pull  some  dol- 
lars out,  wouldn't  it  be  preferable  to  go  down  this  road  for  a  1-year 
pilot  program  on  a  purely  voluntary  basis,  assuming  all  the  aspects 
of  Senator  Boschwitz'  proposal  are  in  there — the  protections,  the 
rent  landlord-tenant  situation,  all  those  kinds  of  things?  Wouldn't 
it  be  preferable  to  go  down  that  road  than  a  road  to  cut  target 
prices  some  more  as  a  way  to  take  several  hundred  million  dollars 
out  of  the  agriculture  bucLzet  if  we  have  to  do  that  to  comply  with 
Gramm-Rudman  this  year? 

Mr.  Bruce.  My  impression  is,  Mr.  Chairman,  that  the  Budget 
Committee  met  yesterday,  and  agriculture  is  one  of  those  groups 
they  put  in  the  second  category  of  minimal  cuts,  areas  that  they 
said  Uiey  would  only  take  a  very  small  hack  at. 

My  concern  has  been  all  along  on  a  decoupling  proposal  or  a 
0/92, 1  don't  care  what  you  call  it,  but  the  people  out  in  the  public 
are  going  to  say  that  farmers  are  getting  paid  for  no  production, 
and  you  have  said  for  the  first  time  that  production  and  income 
are  somehow  not  related. 

Mr.  Boschwitz  goes  through  the  things— income  protection,  ten- 
ants' rights,  set-aside  crops,  and  agriculture  industry  harm.  Obvi- 
ously, you  can  take  anv  piece  of  legislation  we  pass  and  then  say, 
"Here  are  all  the  problems  with  it,  and  here  are  the  list  of  things 
we  are  going  to  correct,  whether  they  be  tenants'  rights  or  industry 
harm,"  but  why  are  we  doing  that  if  the  savings — and  I  have  been 
told  that  we  are  talking  about  a  savings  of  maybe  $800  million,  and 
the  fact  of  the  testimony  here  this  morning  of  the  chairman  is  that 
it  may  not  apply  to  very  many  people.  Is  it  worth  the  risk  of  saying 
that  the  farm  bill  that  we  drafted  last  year  and  put  together  ought 
to  be  changed  so  dramatically  as  to  say  to  farmers,  "We  don't  care 
if  you  produce  or  not;  we  are  going  to  send  you  a  check  from  the 
Federal  Government"?  That  is  my  concern,  Mr.  Chairman. 

Mr.  GucKBCAN.  I  guess  my  counter  to  that  is,  I  don't  think  we 
are  really  changing  the  farm  bill  that  much  at  all.  I  think  we  are 
giving  the  producers  an  extra  option,  and  it  is  an  option  that,  as  I 
go  home,  a  lot  of  producers  say  to  me,  "You  know,  this  is  an  inter- 
esting concept,  because  if  what  we  are  doing  in  the  way  we  are  sup 
porting  agriculture  now  is  encouraging  overproduction  and  big 
budget  exposure,  maybe  this  is  kind  of  an  option  we  ought  to  look 
at."  Even  a  lot  of  producers  who  are  ideologically  opposied  to  the 
decoupling  concept  have  said  to  me,  "Gee,  maybe  we  ought  to  open 
our  minds  a  bit  and  look  at  different  ways  of  looking  at  the  prob- 
lem." 

I  agree  with  you.  I  don't  like  welfare  payments  in  agriculture.  By 
the  way,  I  don  t  like  to  call  this  decoupling.  I  don't  think  it  is  de- 
coupling. I  think  it  is  basically  an  up  to  100  percent  acreage  diver- 
sion program  on  a  voluntary  basis  for  a  year  or  two. 

But  regardless  of  what  you  call  it,  if  it,  in  fact,  has  a  beneficiary 
result  in  that  it  may  get  some  money  into  farmers  who  may  not 
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have  to  feel  compelled  to  plant  every  ounce  of  ground  that  they 
have  just  to  protect  their  base,  which  is  the  current  program,  and 
it  may  save  a  little  money  in  the  process,  might  it  not  just  be 
worth  it  for  1  year? 

Mr.  Bruce.  I  think  that  it  is  obviously  an  idea  that  will  be  debat- 
ed and  ought  to  be  fully  aired. 

My  concern,  Mr.  Chairman,  is,  let's  say  we  go  with  the  0/92  Pro- 
gram as  a  project  for  next  year.  What  do  I  say  in  1988  as  a  candi- 
date when  my  opponent  says  we  have  not  decoupled  but  somehow 
we  have  a  national  set-aside  policy,  that  how  much  a  farmer  grows 
and  what  he  is  paid  are  imrelated. 

Mr.  GucKMAN.  You  tell  them  that  Boschwitz  told  you  to  do  it. 

Mr.  Bruce.  What  if  my  opponent  says  then,  or  someone  comes  to 
this  Congress  and  says,  "I  don't  think  farmers  are  being  paid 
enough;  let's  go  to  0/95,"  and  someone  else  sajrs,  "Yes,  but  to  cut 
the  budget,  to  make  our  budget  target,  we  have  got  to  go  to  0/85/' 
or  0/71,  or  0/65.  I  don't  want  to  be  in  the  business  as  a  United 
States  Congressman  determining  the  income  of  my  farmers  totally. 
We  do  a  great  deal  of  that  by  setting  target  and  loan  prices,  but 
once  we  leave  that  target  and  loan  we  then  go  to  saying,  "I  decide 
in  the  19th  District  how  much  my  farmers  are  going  to  n^ake,"  and 
I  don't  want  to  be  in  that  business,  Mr.  Chairman. 

Mr.  GucKMAN.  For  example,  in  rice  and  cotton  coimtry  we  al- 
ready determine  that  now;  80  percent  of  what  those  folks  are  get- 
ting is  coming  from  Uncle  Sam,  not  the  marketplace,  right  tocUty. 
It  is  now  50/50  in  wheat  country  almost  and  may  be  there  in  com 
country. 

So  what  I  am  saying  to  you  is,  we  are  almost  there  anyway.  I'm 
playing  devil's  advocate  with  you  as  much  as  anything  else.  I  don't 
want  to  make  a  material  change  in  the  Farm  Program  this  year;  I 
don't  want  to  change  the  target  prices;  I  don't  want  to  change  the 
loan  rates;  we  may  have  to  do  that;  I  don't  think  we  can  get  it  done 
this  year,  because  I  don't  think  the  administration  will  support  it, 
and  I'm  not  sure  if  there  is  a  consensus  out  there  what  to  do. 

But  if  I  can  get  another  tool  in  the  hands  of  the  producer  to  help 
that  producer,  then  I  think  we  ought  to  just  make  sure  that  we 
don't  get  trapped  into  the  philosophy  of  the  past;  that's  all.  I  think 
that  this  concept  is  a  forward-thinking  concept,  as  long  as  we  don't 
get  into  any  kind  of  permanent  type  of  scenario  and  as  long  as  we 
make  it  totally  voluntary. 

You  see,  that  is  your  out  politically.  Your  out  is  that,  one,  you 
never  would  design  a  program  like  this  to  be  better  than  the  cur- 
rent program  in  terms  of  income  level.  Otherwise,  everybody  would 
be  in  it,  and  it  would  be  a  guaranteed  income;  you  donT  want  to  do 
that.  The  second  out  is  that  it  is  voluntary,  absolutely,  totally,  100 
percent  voluntary.  That's  what  intrigues  me  a  little  bit  about  this 
proposal.  One  more  option  for  that  producer. 

Mr.  Roberts.  Would  the  chairman  yield  on  that  point? 

Mr.  GucKMAN.  Yes. 

Mr.  Roberts.  We  have  run  some  figures  in  wheat  country,  Terry, 
on  the  voluntary  basis,  and  in  talking  to  several  farm  groups  that 
have  been  in  town  as  of  the  past  few  days,  their  main  question  is, 
would  our  base  be  protected?  Would  we  still  have  the  options  and 
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the  regular  Farm  Program?  The  figures  we  have  run  say  that  if 
you  went  ahead  with  the  0/92 — in  the  first  place,  I'm  for  0/92. 

What  we  are  talking  about  is  about  75  percent  of  the  benefits 
they  would  receive  in  the  full  Farm  Program.  Then,  if  they  went 
50/92,  it  pops  up  to  79  percent,  and  then  of  course  the  full  program 
benefits  would  be  100,  but  it  would  be  discretionary  by  that  individ- 
ual producer.  If  he  figured,  because  of  the  cost  inputs  and  because 
of  his  own  personal  decision,  that  might  be  an  option  he  might 
take,  he  wouldn't  lose  his  base,  and  in  that  regard  it  is  almost  like 
a  total  set-aside  or  a  total  diversion;  you  are  still  not  leaving  the 
dock  of  supply  management. 

I  have  the  same  concern  that  you  do  in  regard  to  leaving  the 
dock  of  supply  management.  It  really  worries  me  as  to  what  kind 
of  deep  water  we  are  into. 

Mr.  Bruce.  I  can't  disagree,  Mr.  Roberts,  that  we  ought  to  take  a 
look  at  any  program.  If  it  will  assist  the  wheat  growers  or  the  com 
growers,  this  committee  ought  to  take  a  look  at  it.  I  guess  why  I 
am  here  today  is  to  tell  you  my  concerns  and  the  problems  I  see  if 
you  don't  carefully  draft  the  program. 

Senator  BoscHwrrz.  Mr.  Chairman,  may  I  make  a  comment 
about  some  of  the  comments  that  have  been  made? 

First,  0/92,  Mr.  Roberts,  is  predicated  on  the  fact  that  there  nor- 
mally are  underplantings  of  about  8  percent;  there  are  a  lot  of 
phantom  acres  out  there  and  so  forth. 

I  might  not  be  opposed  to  0/100,  very  frankly.  As  a  matter  of 
fact,  and  interestingly,  it  may  bring  about  greater  budget  savings 
to  go  to  0/100  than  to  0/92. 

I  would  caution  my  friends  not  to  use  the  term  "welfare."  This 
is,  in  a  way,  a  diversion  program.  Diversion  programs  are  not  new, 
whether  it  be  for  com,  other  grains,  or  dairy.  Certainly  in  the 
minds  of  the  public,  if  they  want  to  think  that  there  are  welfare 
payments — if  that  is  the  right  term — they  probably  think  that  now. 
We  should  not  allow  those  kinds  of  considerations  to  detract  from 
enacting  good  foreign  policy  or  expanding  the  scope  of  the  1985 
farm  bUl  by  giving  the  farmer  another  option,  as  the  gentleman 
from  Kansas  alluded  to  a  little  bit  earlier. 

So  that  is  the  way  I  look  at  this  program. 

Mr.  VoLKMER  [acting  chairman].  At  this  time,  the  Chair  will  rec- 
ognize the  gentleman  from  Montana. 

Mr.  Maiulenee.  I  don't  have  any  questions.  I  simply  want  to  say 
that  I  welcome  the  two  members  of  the  panel  to  this  subcommittee. 
Mr.  Bruce  is  a  colleague  of  mine  who  has  a  strong  interest  in  agri- 
culture and  has  been  quite  intimate;  and  I  would  like  to  welcome 
over  from  the  Senate  Agriculture  Committee  Senator  Boschwitz, 
who  is  one  of  the  most  creative  and  inventive  thinkers  that  I  have 
met  in  a  long  time,  a  credit  to  that  institution. 

With  that,  I  would  yield,  with  the  chairman's  permission,  to  my 
colleague  from  Minnesota  for  questions  and  comments. 

Mr.  Stangeland.  Thank  you. 

I  guess  I  really  have  no  specific  questions,  but  I  just  again  want 
to  caution.  Senator  Boschwitz,  I  think  you  made  it  quite  clear,  and 
I  think  we  have  to  continue  to  make  it  clear,  and  I  pointed  out  to 
Secretary  Lyng  10  days  ago  when  he  was  here,  not  to  use  0/92  and 
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decoupling  in  the  same  paragraph,  much  less  the  same  sentence  or 
the  same  context,  because  they  are  two  totally  different  things. 

I  think,  Senator  Boschwitz,  you  have  come  forward  with  some 
very  creative  ideas  as  to  how  you  might  be  able  to  blend  the  two, 
and  a  blended  0/92  decoupling  has  some  interesting  concepts.  But 
the  farmers  get  confused  easily  enough  as  it  is,  and  I  think  we 
have  got  to  be  very  careful  what  kind  of  semantics  we  use  here  in 
discussing  these  various  programs. 

My  major  concern  in  a  pure  decoupling  is  that  it  sends  a  signal 
out  there  for  excess  production  for  the  nrst  of  the  year,  too,  and 
decoupling,  if  our  supply-demand  balance  were  closer  to  equal, 
would  probably  be  an  ideal  way  for  us  to  think  about  future  policy 
for  agriculture. 

I  think.  Senator,  you  outlined  some  problems  that  have  arisen 
because  of  the  current  kinds  of  farm  programs  devised  50  vears 
ago.  We  ought  to  be  looking  for  some  new  wajrs  to  help  agriculture, 
new  ways  to  get  that  market  working,  but  right  now  any  drastic 
change  shouldn't  be  attempted.  * 

Tm  the  author  of  the  50/92,  and  I  think  we  ought  to  give  that 
producer,  as  the  chairman  said,  maybe  another  tool;  maybe  we 
want  to  look  at  another  tool  of  a  0/92.  I  just  want  to  commend  you 
both  for  your  statement  and  your  interest  and  look  forward  to 
working  with  you. 

Senator  BoscHwrrz.  I  thank  the  gentleman  from  Minnesota.  He 
and  I  have  participated  in  any  niunber  of  farm  hearings  in  the 
rural  part  of  his  district  together,  and  I  sometimes  wonder,  as  you 
note,  how  farmers  keep  up  with  sll  the  changes  that  we  foist  upon 
them.  So  I  again  return  to  Mr.  Bruce's  statement  that,  the  1985 
farm  bill,  we  ought  to  stay  the  course  with  it.  If  we  expand  one  of 
the  tools  that  we  put  into  the  farm  bill,  I  don't  think  that  would  be 
an  abandonment  of  the  plan  at  all. 

Mr.  VoLKMER.  The  Chair  recognizes  the  gentleman  from  Illinois. 

Mr.  Evans.  Thank  you,  Mr.  Chairman. 

Terry,  I  wanted  to  ask  you  a  question.  I  was  just  able  to  skim 
your  testimony.  Basically,  you  are  asking  us  to  continue  with  the 
present  Farm  Program.  Not  having  the  chance  to  completely  read 
your  statement,  given  the  context  of  Gramm-Rudman,  knowing 
that  that  is  going  to  have  an  impact  on  the  Farm  Program,  appar- 
ently, for  this  next  year,  if  you  are  willing  to  continue  with  the 
present  Farm  Program,  is  that  premised  on  some  kind  of  percent- 
age cut  in  target  prices  or  loan  rates? 

Mr.  Bruce.  As  you  know,  under  the  1985  farm  bill,  we  stabilized 
target  prices  for  2  years,  and  then  they  go  down  2  percent,  3  per- 
cent, and  5  percent.  Those  in  the  out-years  will  make  our  savmgs 
in  agriculture  and  a  downward  trend  in  the  loan  prices  also. 

I  don't  think  that  agriculture  ought  to  be  asked  to  make  an  ex- 
traordinary sacrifice.  I  think  that  we  should  continue  to  point  out 
the  strength  of  agriculture  in  the  economy  as  a  whole,  still  ac- 
counting for  more  than  24  percent  of  the  gross  national  product  of 
this  country,  and  take  a  look  at  where  the  economy  is  going  in 
other  countries. 

Yesterday's  newspaper  reported  that  China,  an  exporter  of  grain 
this  vear,  will  be  an  importer;  and  other  countries  arounof  the 
world.  If  we  will  just  wait  to  find  out  what  our  export  market  is 
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going  to  be  next  year  before  we  change  the  farm  bill — all  of  these 
changes  have  a  differential  impact  on  different  States  and  different 
producers,  and  different  parts  of  States. 

In  the  southern  part  of  my  district,  the  average  yield  on  com  is  a 
little  more  than  94  bushels  an  acre.  In  Qiampaign,  McLean,  and 
northern  parts,  it  will  run  over  200  bushels  an  acre.  When  you  talk 
about  0/92  and  deficiency  payments  and  yields,  that  has  a  differen- 
tial impact  on  farmers  in  my  district,  on  whether  or  not  they  will 
decide  to  participate,  and  across  the  United  States  it  will  have  a 
different  participation  rate. 

Mr.  Evans.  Knowing  where  we  are  coming  from  in  terms  of 
Gramm-Rudman,  what  it  has  meant  so  far,  don't  you  forecast,  as- 
suming we  have  to  reach  those  kinds  of  budgetary  targets,  larger 
cuts  than  what  the  1985  farm  bill  called  for,  at  least  for  this  cur- 
rent crop  year? 

Mr.  Bruce.  Well,  as  I  mentioned — I'm  not  sure  that  you  were 
here — the  Budget  Committee  did  meet  yesterday  and  classified  all 
programs  across  the  budget  into  three  different  areas,  putting 
Social  Security,  defense,  and  others  in  category  1;  and  agriculture 
and  other  areas  were  put  into  category  2  for  minimal  cuts;  and 
then  there  were  areas  in  category  3  where  larger  cuts  were  to  be 
made. 

We  have  made  it  into  that  second,  more  secure  category,  and  I 
think  the  Budget  Committee  is  sensitive  to  the  needs  of  agricul- 
ture. It  is  an  economy  that  is  down;  it  would  be  hard  to  remove  the 
ropes  of  support  for  American  agriculture  when  the  farmers  are 
against  the  ropes.  I  think  that  this  Congress  will  stay  with  us  for 
another  year  without  dramatic  cuts,  as  propc^ed  by  the  administra- 
tion. 

Mr.  Evans.  Then  what  about  the  out-years  beyond  that?  Maybe 
the  Senator  has  a  comment,  if  he  would  like. 

Senator  Boschwitz.  May  I  make  a  comment,  particularly  since 
you  have  an  interest,  Mr.  Evans,  in  the  out-years.  As  the  gentle- 
man from  Illinois  has  mentioned,  in  the  extended  period  the  target 
price  is  indeed  coming  down  by  10  percent  over  a  5-year  period, 
and  that  is  going  to  begin  next.  Surely,  the  farmers'  income  will  go 
down  unless  the  price  rises  above  the  target  price,  which  I  suppose 
becomes  more  likely  as  the  target  price  goes  down. 

One  really  can't  foresee  5  or  6  months,  much  less  5  or  6  years, 
but  as  the  target  price  comes  down — and  it  is  now  going  to  come 
down.  I  don't  think  you  were  here,  Mr.  Evans,  when  I  talked  about 
the  upside.  Under  our  plan,  which  is  not  part  of  the  0/92  decou- 
pling, the  farmer  would  receive  the  benefit  of  the  upside  of  the 
market.  That  is,  if  the  price  rose  above  the  loan  and  we  want  to 
reduce  the  loan  quite  dramatically  so  that  the  likelihood  of  the 
price  rising  above  the  loan  is  very  greatly  enhanced — if  the  price 
rises  above  the  loan,  that  inures  to  the  benefit  of  the  farmer.  So  as 
you  surely  and  inexorably  bring  down  his  target  price,  giving  him 
the  upside  of  the  market  becomes  more  and  more  important,  be- 
cause when  we  meet  again  to  talk  about  the  succeeding  farm  bill, 
surely  the  target  price  will  be  under  continuing  attack. 

The  idea  of  putting  into  the  conceptual  basis  of  the  farm  legisla- 
tion that  the  upside  is  for  the  farmer,  that  you  define  what  the 
Government  is  going  to  pay  and  bring  it  down  over  a  period  of 
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years  but  give  him  the  market  reaction — ^give  the  farmer  the 
market  reaction — that  becomes  a  more  importont  concept. 

Mr.  Evans.  All  right.  Thank  you  both  for  testifying.  I  appreciate 
your  viewpoints. 

Thank  you,  Mr.  Chairman. 

Mr.  VoLKMER.  The  gentleman  from  Kansas. 

Mr.  Roberts.  Yes,  Mr.  Chairman. 

I  would  like  to  say  to  Senator  Boschwitz  that  when  you  look 
beyond  the  current  policy  horizon,  I  suppose  there  are  those  who 
will  label  you  a  pioneer,  bold  of  faith  and  intent  and  integrity,  and 
there  are  also  those  who  will  say  that  fools  rush  in  where  wise  men 
never  tread.  I  want  to  assure  you,  you  are  in  the  first  category.  I 
think  you  can  see  from  your  efforts  as  of  last  year  and  years 
before,  that  at  least  this  subcommittee  is  seriously  taking  a  good 
look  at  the  0/92  concept.  If  it  works,  it  will  obviously  be  the  Glick- 
man-Roberts  approach.  If  it  doesn't,  it  will  be  the  Boschwitz  pro- 
posal. 

Mr.  Stangeland  and  I  have  done  the  same  thing  with  the  market- 
ing loan  on  this  side.  I  was  the  godfather  until  we  got  to  taking  it 
seriously;  then  it  became  the  Staingeland  marketing  loan. 

But  at  any  rate,  do  you  envision  some  kind  of  an  income  floor  or 
a  cushion  with  0/100,  since  I  have  already  endorsed  that?  We  had 
the  Deputy  Secretary  up  here  yesterday,  Peter  Myers,  who  said 
that  the  administration  would  be  supportive  of  some  kind  of  cush- 
ion if,  in  fact,  the  price  would  go  up.  Of  course,  we  all  want  that, 
and  I  hope  to  live  to  see  the  day  when  we  have  that  problem. 

But  with  0/100,  you  could  be  in  a  situation  where  you  would 
have  no  crop,  the  price  up,  and  your  deficiency  payment  would  be 
much  less  than  anticipated. 

Senator  BoscHwrrz.  TTiat's  why  I  feel  so  strongly  about  the  idea 
that  the  deficiency  payment  has  to  be  predefined,  so  that  the 
farmer  will  be  able  to  make  his  decision  on  that  basis. 

It  is  true  that  one  is  at  risk  by  projecting  new  ideas,  but  I  just 
came  up  with  the  solution  to  that,  politically  at  least.  Mr.  Bruce  is 
going  to  blame  things  on  me,  and  Tm  going  to  blame  thines  on 
him.  They  don't  know  me  down  in  his  district,  and  tiiey  don't  know 
Bruce  so  well  up  in  Minnesota. 

Mr.  Roberts.  Safety  in  numbers  I  think  is  what  you  are  telling 
me. 

Senator  BoscHwrrz.  That's  it. 

Mr.  Roberts.  Let  me  ask  you  another  question  that  is  somewhat 
related.  As  you  know.  Senator  Dole  has  been  sponsoring  something 
called  a  GOP  Ag  Working  Group,  and  we  have  met  in  Des  Moines, 
Chicago,  and  back  here  in  Washington.  The  Senator  indicated  in 
behalf  of  about  10  Republican  Congressmen,  6  Republican  Senators, 
6  Governors,  et  cetera,  et  cetera,  that  we  did  not  feel  that  we 
should  be  in  the  business  of  lowering  our  target  prices  or  messing 
with  the  loan  rate  unless  we  could  obtain  some  kind  of  a  marketing 
loan  for  wheat  and  feed  grains  like  we  have  for  rice  or  cotton,  or 
that  we  apply  the  Export  Enhancement  Program  across  the  board, 
especially  since  it  appears  that  the  Soviet  Union  is  in  a  mood  to 
buy  and  that  we  are  offering  those  kinds  of  enhancement  program 
initiatives  to  the  People's  Republic  of  China  but  not  the  Soviet 
Union.  How  do  you  feel  about  that? 
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Senator  Boschwitz.  I  believe  you  asked  me  about  both  the  mar- 
keting loan  and  broadening  the  incentives  with  respect  to  our 
buyers  across  the  world. 

Mr.  Roberts.  In  relation  to  lowering  the  target  price,  and  it  was 
our  contention  we  shouldn't  be  in  the  business  of  trying  to  reduce 
the  income  protection  to  producers  unless  we  have  some  kind  of 
guarantee  that  we  do,  in  fact,  move  to  an  export-oriented  agricul- 
ture, that  we  are  not  in  the  business  of  controlling  that  either 
through  foreign  policy  meetings,  et  cetera,  et  cetera. 

Senator  BoscHwrrz.  I  was  a  businessman  before  I  got  here,  if  I 
tried  to  pick  and  choose  between  my  customers,  I  would  have  had  a 
terrible  time.  So  I  think  that  what  we  are  doing  in  regard  to  export 
programs  is  mistaken. 

I  believe  that  if  we  are  going  to  return  to  an  export-oriented  agri- 
culture, that  expanding  consumption  subsidies  may  be  needed.  It 
would  be  my  hope  that  it  won't  be  needed  for  long,  or  it  won't  be 
needed  to  a  great  degree,  and  that  the  lower  loan  rates  will  indeed 
make  us  competitive. 

It  would  be  my  hope  that  we  could  move  away  from  subsidies  so 
that  our  position  at  the  GATT  will  be  strengthened  and  that  we 
can  get  others  to  move  away  from  subsidies  as  well.  I  have  a  great 
belief  in  the  comparative  advantage  of  American  agriculture,  not 
only  the  farmer,  but  also  the  infrastructure,  almost  particularly 
the  infrastructure,  because  it  is  so  much  more  competitive  than  the 
infrastructures  of  other  countries.  If  you  were  to  compare  infra- 
structures, you  would  say  the  infrastructure  is  a  great  advantage 
to  the  American  farmer. 

Mr.  Stangeland.  Would  the  gentleman  yield? 

Mr.  Roberts.  Yes,  I  would  be  happy  to  yield  to  my  friend. 

Mr.  Stangeland.  I  just  have  to  set  the  record  straight  that  the 
marketing  loan  becoming  the  Stangeland  marketing  loan  was  not 
plagiarism. 

What  I  am  wondering.  Senator  Boschwitz,  if  you  get  the  credit  or 
the  blame  for  decoupling  if  decoupling  ever  becomes  policy,  how 
you  do  that,  because  I  was  willing  to  take  the  risk  on  the  market- 
ing loan.  Had  I  had  the  support  in  1985  for  the  marketing  loan 
that  we  have  got  today,  it  would  be  the  bulwark  or  the  framework 
of  the  farm  bill,  and  yet  it  is  never  known  as  the  Stangeland  mar- 
keting loan  or  the  Stangeland  50/92,  and  I'm  wondering  how  you 
managed  to  get  your  name  fashioned  to  an  idea  and  keep  it  out 
there  in  front  of  the  public. 

Senator  BoscHwrrz.  Nobody  else  has  wanted  to  adopt  it  yet,  you 
see,  at  least  by  name. 

I  joined  with  you  in  trying  to  get  a  marketing  loan  on  the  1985 
crops,  because  what  we  effectively  did  is  to  lower  the  price.  In  De- 
cember 1985,  we  lowered  the  com  price  in  September,  and  we  low- 
ered the  wheat  price  in  the  June  following,  and  so  people  were 
very  surprised  that  our  exports  slowed  during  the  in-between  time. 
It's  like  having  Chrysler  come  out  and  say,  We're  ^oing  to  lower 
our  next  year's  model  by  $3,000;  but  listen,  keep  buymg  this  year's 
model;  don't  wait  for  those  new  ones  even  though  they  are  going  to 
be  cheaper."  That's  why  I  was  in  favor  of  the  marketing  loan  for 
the  1985  crop  year. 

Mr.  VoLKMER.  The  gentleman  from  Louisiana. 
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Mr.  HucKABY.  Thank  you,  Mr.  Chairman. 

Senator,  as  you  know,  we  are  organized  here  in  the  House  some- 
what differently  than  the  Senate  is  in  terms  of  jurisdiction.  Where- 
as you  basically  have  all  commodities  under  one  subcommittee,  I 
understand,  we  have  a  split  over  here,  with  cotton,  rice,  and  sugar 
under  a  separate  subcommittee.  Picking  up  on  the  gentlemen  from 
Kansas  and  Minnesota's  remarks  regarding  the  marketing  loan,  as 
you  know,  we  have  versions  of  a  marketing  loan  in  effect  for  cotton 
and  rice.  Let  me  just  review  with  you  the  performance  of  these  pro- 
grams. 

Last  year,  the  first  year  of  the  marketing  loan  for  cotton,  we 
spent  $z.2  billion,  about  10  percent  of  the  total  commodity  support 
expenditures  of  the  Government.  This  was  an  historic  average  on 
cotton.  The  numbers  for  rice  were  similar.  This  year,  we  are  going 
to  spend  $800  million  for  cotton.  We  anticipate  that  by  the  end  of 
the  farm  bill  we  will  only  be  spending  $200  million  for  cotton.  The 
numbers  for  rice  are  similar.  The  program  has  worked  amazingly 
well. 

We  saw  the  price  of  cotton  go  from  60  cents  down  to  the  mid-30- 
cent  range.  As  a  result  of  this,  niunerous  countries  cut  back  their 
production  for  the  first  time.  We  recaptured  our  share  of  the 
export  markets.  Cotton  exports  went  from  2  million  bales  to  7  mil- 
lion bales.  Rice  exports  are  up  40  percent  this  year. 

As  a  result  of  this,  we  think  that  next  year  we  may  not  even 
have  an  Acreage  Reduction  Program  in  cotton;  it  will  be  10  percent 
at  the  most;  whereas,  we  have  a  25  percent  ARP  this  year. 

Senator  BoscHwrrz.  That's  set-aside? 

Mr.  HucKABY.  Yes;  probably  zero  next  year,  and  we  are  following 
about  a  year  behind  this  trend  in  rice. 

So  my  point  is,  if  the  Senate  seriously  is  considering  0/92  or 
0/100  decoupling  bills,  frankly,  I  would  like  to  see  them  leave 
cotton  and  rice  out.  We  are  probably  going  to  need  all  of  our  cotton 
next  year,  because  we  are  going  to  be  able  to  sell  it,  and  cotton 
today  is  selling  above  the  loan  rate.  It  is  the  only  commodity  that 
is  doing  that. 

Senator  Boschwitz.  I  would  say  to  my  friend  from  Louisiana 
that  this  is  entirely  a  voluntary  program,  Mr.  Huckaby,  so  that 
even  if  we  were  to  include  cotton  and  rice,  that  you  need  not  fear 
that  in  the  event  it  is  profitable  to  plant  it  will  be  planted. 

Cotton  has  had  some  nice  turnarounds  with  respect  to  demand 
and  has  also  been  fortunate  with  respect  to  production  in  other 
countries.  We  also  have  seen  a  fall-off  of  planted  acres  in  a  number 
of  countries  with  respect  to  grains.  We  have  seen  an  increase  in 
the  case  of  Canada,  but  other  countries  have  reduced.  So  hopefully 
in  these  other  crops  which  are  of  much  greater  scope  the  same  re- 
sults will  be  in  evidence. 

As  you  know,  in  cotton  and  rice  target  prices  and  loan  rates  were 
so  badly  skewed,  much  more  so  than  the  feed  grains,  from  the 
market  price.  It  became  a  threat  of  the  Government  buying 
through  the  loan  system  practically  the  whole  crop. 

I  was  one  of  those  who  was  instrumental  in  seeing  that  marketr 
ing  loans  did  apply  to  those  two  crops,  though  I  must  say  to  my 
friend  from  Louisiana,  marketing  loans,  in  my  judgment,  are  not 
entirely  the  answer.  Agricultural  programs  have  been  a  great  in- 
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centive  to  produce,  and  because  it  has  produced  such  great  surplus- 
es they  say,  "Well,  we  had  better  set  aside  some  land,"  25  percent 
in  the  case  of  cotton,  30  percent  in  the  case  of  wheat,  20  percent  in 
the  case  of  com.  So  that  will  push  the  brake  on  production  as  we 
push  the  accelerator  simultaneously  with  a  $3.03  target  or  the 
other  targets  that  apply  to  the  other  conmiodities. 

The  marketing  loan  really  does  nothing  to  help  the  production 
situation.  So  I  have  some  hesitation  about  that. 

Mr.  HucKABY.  If  I  might  respond  briefly,  Mr.  Chairman. 

But  you  see,  if  you  have  an  Acreage  Keduction  Program  that  is 
large  enough  to  be  bringing  your  inventories  down  and  the  marketr 
ing  loan  forces  the  price  low  enough,  you  will  have  participation. 
We  had  99  percent  participation  last  year  in  the  cotton  program, 
and  virtually  100  percent  participation  in  the  rice  program,  be- 
cause it  was  absolutelv  essential  for  survival  to  participate.  This 
brought  domestic  stocks  down  and,  as  you  know,  a  much  bigger 
acreage  reduction  for  us.  We  have  a  35  percent  ARP  for  rice  versus 
20  percent  for  com.  We  had  to  bite  the  bullet,  so  to  speak. 

But  we  in  the  South  open  up  a  Pandora's  box  if  we  go  with 
a  0/92  concept,  as  far  as  the  landlord-tenant  relationships  are 
concerned,  which  you  don't  have  to  the  same  degree,  I  think,  in 
your  part  of  the  country. 

Basically  what  I  am  saying  is,  we  have  got  a  program  here  that 
is  working  pretty  well;  it's  not  broke,  so  let  s  don  t  fix  it. 

Senator  BosdHwrrz.  Prior  to  your  coming,  Mr.  Huckab:^,  we 
talked  about  the  landlord-tenant  relationship  and  how  it  applied  to 
0/92.  Mr.  Bruce  also  brought  up  that  problem. 

As  you  recall,  we  handled  it  well  when  we  had  the  PIK  Program 
where  the  same  kind  of  problem  applied,  and  we  will  do  so,  and  my 
suggestion  is  to  do  it  sinularly  in  the  0/92  as  well. 

As  the  chairman  has  said  on  a  couple  of  occasions  during  the 
course  of  the  testimony,  we  really  are  not  changing  something  that 
works  well;  we  are  adding  or  expanding  one  of  the  options  that 
exist;  and  we  are  not  doing  something  instead  of. 

Mr.  HucKABY.  I  certainly  agree  with  you  as  it  applies  to  the 
wheat  and  feed  grains  provision.  We  have  got  to  revisit  these  provi- 
sions and  do  something  to  get  the  program  moving  in  the  right  di- 
rection, considering  the  amount  of  money  that  we  are  spending. 

I  thank  the  gentleman. 

Mr.  GucKBiAN.  Thank  you. 

Mr.  Grandy. 

Mr.  Grandy.  Thank  you,  Mr.  Chairman. 

I  would  just  like  to  say  to  Senator  Boschwitz  that  I  became 
aware  of  the  Boschwitz-Boren  proposal  almost,  I  guess,  about  the 
time  you  introduced  it  during  my  campaign  and  used  it  quite  a  bit, 
and  I  almost  got  beat.  But  what  I  said.  Senator,  was,  I  think  this  is 
an  idea  worth  looking  at  and  worth  discussing.  I'm  glad  we  have 
the  opportunity  to  do  that  today. 

Along  that  line,  I  have  here  something  that  is  an  item  taken 
from  the  Journal  of  Commerce  of  earlier  this  week  regarding  a  de- 
cision by  the  Canadian  Import  Tribunal,  which  in  a  potentially  far- 
reaching  decision  sanctioned  the  imposition  of  a  countervailing 
duty  on  U.S.  com  imports  of  85  U.S.  cents  a  bushel  to  offset  U.S. 
subsidies  for  American  farmers. 
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So  I  guess  what  Fm  asking  is,  is  there  not  some  real  danger  that 
under  a  more  direct,  identifiable  income  support  payment,  like  a 
decoupling  proposal  like  Boschwitz-Boren,  other  competitors  will 
impose  tariffs? 

In  your  original  proposal,  there  was  a  lot  more  to  decoupling 
than  just  the  income  supports.  You  had  a  Green  Dollar  Certificate 
Program.  You  even  had  some  transition  language.  Fm  just  wonder- 
ing, what  kind  of  a  risk  are  we  running  if  we  move  to  this  kind  of  a 
program  vis-a-vis  our  position  in  the  world  marketplace? 

Senator  BoscHwrrz.  I  think  that  it  is  a  more  market-oriented  ap- 
proach, I  would  say  to  my  friend  from  Iowa  that  I  think  it  would 
strengthen  our  position  with  respect  to  the  GATT  n^otiations,  and 
it  would  certainly  be  my  intention  to  achieve  that  goal. 

I  might  say  that  a  niunber  of  people  used  the  Boschwitz-Boren 
approach  quite  actively  in  their  campaigns,  and,  by  George,  they 
survived. 

Mr.  Grandy.  Did  they? 

Senator  BoscHwrrz.  Yes.  The  Senator  from  Missouri  and 
others — the  new  Senator  from  Missouri. 

Mr.  Grandy.  I  wanted  to  follow  up  a  little  bit,  because  I  think 
what  I'm  hearing  is  that  we  are  talking  about  perhaps  U.S.  0/92 
transitionally  as  a  demonstration  projc^ct  or  experiment  with  an 
idea  perhaps  of  maybe  considering  0/92  as  a  transition  to  your  de- 
coupling idea. 

Senator  BoscHwrrz.  That  is  correct. 

Mr.  Grandy.  Assiuning  that  we  do  that,  looking  at  a  rise  in  agri- 
culture, are  you  still  perhaps  implying  that  somewhere  along  the 
lines,  if  we  go  to  decoupling  we  are  going  to  need  some  transition, 
some  limitation  on  payments — in  other  words,  targeting? 

I  know  that  in  the  original  Boschwitz-Boren  proposal  you  say  the 
transition  payment  sjrstem  targets  assistance  to  small  and  medium 
sized  operations  by  reducing  the  percentage  of  the  transition  pay- 
ment a  farm  receives  as  its  output  increases.  You  have,  on  the  first 
$20,000  of  payment,  100  percent  would  be  paid;  on  the  next  $40,000, 
50  percent;  and  so  on.  Will  it  be  necessary  to  target,  do  you  think, 
down  the  line  if  we  were  to  implement  a  program  like  this? 

Senator  BoscHwrrz.  I  think  that  the  kind  of  targeting  that  Sena- 
tor Boren  and  I  offered  in  1985  would  still  be  appropriate  and  that 
it  would  probably  be  as  good  a  targeting  method  to  get  at  the  so- 
called  family  farm,  that  the  method  that  we  devised  there  is  about 
as  good  a  targeting  method  as  I  have  found.  I  wish  I  could  find  a 
better  one  that  would  solve  the  financial  problems  of  the  Govern- 
ment with  respect  to  agriculture,  but  I  have  not  been  able  to  come 
up  with  one. 

Mr.  Grandy.  I  see. 

Mr.  Bruce.  Congressman  Grandy,  before  you  ask  another  ques- 
tion, I  would  also  want  to  point  out  that  when  you  start  targeting 
benefits  you  also  start  losing  the  large  producers  who  will  not  par- 
ticipate. So  to  the  extent  you  do  that,  the  program  is  vastly  diluted 
in  its  effect  on  the  farm  economy. 

Mr.  Grandy.  My  problem,  personally,  with  targeting  is  that  it 
forces  the  Federal  Government  into  defining  what  a  family  farm  is 
across  the  country,  and,  as  I'm  sure  you  know,  even  our  areas  are 
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different.  Fm  sure  a  family  farm  in  your  district  would  be  difiTerent 
than  mine. 

I  wanted  to  ask  you,  though,  sir — ^you  talked  about  the  need  to 
expand  exports.  The  farm  bill's  5-year  projection,  of  course,  was  to 
provide  income  stability  while  moving  toward  a  more  market-ori- 
ented approach.  Clearly,  I  think  the  results  are  in  that  it  has  pro- 
vided some  income  stability,  at  least  for  some  of  my  producers  that 
are  participating. 

Senator  BoscHwrrz.  It  has,  you  say?  It  has  provided  the  income 
stability? 

Mr.  Grandy.  That's  what  I  have  found  back  home.  But  my  point 
is»  I  think  in  the  next  year,  the  next  battlefield  will  be  this  export 
market.  If  exports  do  not  move  in  the  next  vear,  I  think  it  is  going 
to  be  difficult  to  sustain  the  popularity  perhaps  that  the  farm  bill 
has  enjoyed. 

Given  that,  what  do  you  think  we  need  to  do  this  year  to  either 
graft  on  to  the  farm  bill  or  change  the  farm  bill  to  move  exports? 
There  is  a  lot  of  talk  on  this  side  and  that  side  on  a  marketing 
loan.  Do  you  have  feelings  about  that? 

Mr.  Bruce.  The  Export  Enhancement  Program,  which  we  spoke 
about  here,  I  think,  has  to  be  expanded  across  almost  every  cus- 
tomer. From  the  very  beginning,  we  lost  our  biggest  customers 
when  we  said  we  were  going  to  give  our  less  high  quality  customers 
a  break  on  grain  prices.  I  think  that  is  now  recognized  as  in  error, 
and  we  are  going  to  have  to  change  that  Export  Enhancement  Pro- 
gram apply  across  the  board  to  all  of  our  customers. 

The  strength  of  the  dollar,  the  meeting  of  the  five  countries,  that 
is  another  situation,  and  Mr.  Yeutter  met  yesterday  with  the  chair- 
man of  the  Wajrs  and  Means  Committee  on  a  trade  bill.  If  we  can 
bring  out  a  trade  bill  that  is  not  too  severely  protectionist,  I  think 
that  will  also  help  the  farm  economy  and  make  sure  that  we  in- 
crease exports. 

Mr.  Grandy.  Do  you  see,  though,  at  this  point  perhaps  the  need 
to  implement  a  marketing  loan  for  wheat,  feed  grains,  and  soy- 
beans as  well,  as  way  of  reducing  surpluses? 

Mr.  Bruce.  I  don't  at  this  point.  We  debated  the  whole  question 
of  marketing  loans  through  this  committee,  and  I  think  it  was  de- 
feated on  one  roll  call  by  a  single  vote  to  apply  to  wheat  and  feed 
grains,  as  I  recall — two  votes  Mr.  Stangeland  says. 

I'm  glad  I  don't  run  against  you;  you  keep  book. 

I  did  not  support  it  at  that  time,  and  I'm  still  not  convinced.  Fig- 
ures that  were  put  out  by  the  Wall  Street  Journal  last  week  indi- 
cated the  payments  in  that  program  now,  and  I  think  on  cotton, 
exceed  105  percent  of  production.  That  means  we  are  drawing 
down  stores  but  also  means  that  the  cost  of  that  program  may  very 
well  go  up  in  coming  years. 

Fm  not  sure  that  the  marketing  loan  concept  works  when  you 
have  900,000  com  farmers  scattered  across  11,  12,  or  13  States,  in 
major  proportion  12  States.  I'm  not  sure  it  works  as  well  as  it  does 
in  cotton  and  rice. 

Mr.  Grandy.  In  other  words,  you  would  say  right  now  the  costs 
of  implementing  that  program,  of  initiating  it  and  implementing  it, 
are  not  worth  the  downside  of  the  experiment?  It  is  clearly  more 
costly  than  what  we  have  now. 
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Mr.  Bruce.  And  it  is  difficult  to  foresee  how  we  would  get  the 
support  for  an  increased  cost  in  the  Farm  Program.  But  I  still 
think  that  it  is  an  idea  that  has  more  and  more  attractiveness  for 
me.  So  I  am  probablv  less  opposed  to  it  than  I  was  when  I  was  on 
the  committee.  I  don  t  know  whether  it  is  because  I  have  less  infor- 
mation or  more  information  now;  you  could  make  a  case  either 
way. 

I  would  like  to  see  the  figures  on  cotton  and  rice  and  let  that 
plav  out  for  a  full  year. 

I^nator  BoscHwrrz.  If  I  may  say  so. 

Mr.  Grandy.  Yes,  Senator. 

Senator  BoscHwrrz.  Those  are  entirely  different  crops  than  the 
feed  grains.  I  would  say  to  my  friend  from  Iowa  that  the  marketing 
loan  was  quite  effectually  utilized  in  com  through  the  certificate 
program. 

Mr.  Grandy.  The  PIK  and  roll  program. 

Senator  BoscHwrrz.  Pardon  me? 

Mr.  Grandy.  You  are  talking  about  the  PIK  and  roll  program. 

Senator  BoscHwrrz.  Well,  the  certificates  effectively  make  a  mar- 
keting loan  operate  in  feed  grains,  and  it  had  the  pluses  without 
the  minuses. 

The  minuses  of  the  marketing  loan,  of  course,  are  not  only  poten- 
tially a  great  cost  when  you  talk  about  an  8.5  billion  bushel  crop, 
but  also  that  it  is  not  a  restraint  on  production  at  all.  So  you  have 
a  great  budget,  potentially  a  very  large  budget  outlay.  It  is  a  risky 
thuig,  in  my  judgment,  and  since  we  are  achieving  the  same  results 
at  the  present  time  without  having  the  negatives  involved,  I  think 
I  woula  not  support  a  marketing  loan. 

My  former  staff  man  gave  me  a  note  that  points  out  that  the  Ca- 
nadians probably  would  make  the  case,  as  I  m  sure  they  did,  that 
our  current  farm  system  forces  production,  as  would  a  marketing 
loan,  and,  as  a  result,  it  drives  down  prices  and  it  creates  the  diffi- 
culties that  they  find  on  the  world  market,  while  the  0/92  program 
would  not  compel  production,  and,  in  answer  to  your  earlier  ques- 
tion, they  would  not  feel  that  we  have  violated  GATT  procedures 
or  that  we  have  done  something  that  interferes  with  their  world 
market  to  the  same  degree  that  our  present  program  does;  the  0/92 
provision  would  be  less  subject  to  that  kind  of  attack  than  the 
present  program. 

Mr.  Grandy.  Let  me  just  ask  one  final  question,  if  I  might,  of 
Mr.  Bruce. 

Given  the  rather  substantial  sign-up  in  the  CRP  Program  in  this 
last  sign-up  period,  if  you  put  that  with  a  0/92  and  we  implement 
that,  are  we  looking  at  perhaps  such  a  large  set-aside  that  we 
might  be  looking  at  the  kind  of  impact  on  agribusiness  that  the 
1983  PIK  Program  had?  Are  we  in  a  potential  danger  there,  do  you 
think? 

Mr.  Bruce.  If  you  ^o  into  0/92,  it  is  obvious,  machinery  dealers, 
fertilizer,  farm  chemical  companies  are  going  to  take  another  hit. 
In  my  area,  we  are  to  the  point  where  there  are  lumlly  any  of 
them  left  to  take  a  hit.  But  that  is  one  of  the  impacts  that  we 
spoke  about  in  both  our  testimonies. 

The  real  problem  is  that  every  one  of  these  changes  has  a  differ- 
ential impact  on  the  farm  economy,  whether  it  ]^  a  commodity 
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group  or  a  farm  support  group,  and  agricultural  chemicals,  equip- 
ment, and  fertilizer  would  take  another  hit.  In  my  area,  they  can  t 
tolerate  another  body  blow.  So  you  may  save  money  in  the  Farm 
Program  and  drive  more  people  out  of  business  and  find  out  that 
the  net  income  of  the  United  States  is  declining  as  farm  income 
may  be  increasing. 

Senator  Boschwitz.  I  would  say,  Mr.  Grandy,  that  the  loan  rate 
is  clearly  above  variable  costs  and  that  the  0/92  program,  at  least 
initially,  would  have  little  likelihood  of  taking  a  great  deal  of  land 
out  of  production,  unless  you  made  the  deficiency  payment  quite 
high. 

But  the  loan  rates  now,  unless  you  really  bring  them  down  to 
where  they  approximate  the  variable  costs  of  production — and  I 
would  imagine  that  up  by  Champaign  where  he  talks  about  200 
bushels  an  acre,  and  you  get  better  yields  than  we  do  up  in  Minne- 
sota— the  variable  costs  are  fairly  low.  So  loan  rates,  unless  they 
get  down  to  about  $1  a  bushel— and  I  can't  see  that  happening- 
are  going  to  be  above  the  variable  cost.  Therefore,  I  don't  thmk 
there  is  going  to  be  a  rush  into  the  program. 

Mr.  Grandy.  Just  to  implement  what  you  said,  com  went  to 
under  $1  last  year  in  Iowa  at  one  point. 

Mr.  Roberts.  Would  the  gentleman  yield? 

Mr.  Grandy.  Yes. 

Mr.  Roberts.  On  one  point  on  the  marketing  loan.  Senator,  I 
would  like  to  offer  the  following  comment.  I  have  been  dancing 
with  the  marketing  loan  now.  It's  not  quite  closing  time,  but  I 
think  she  is  not  quite  as  ugly  as  you  portray  her  in  terms  of  cost. 
She  is  a  very  respectable  yoimg  lady,  and  I  think  we  can  get  her 
under  cost  by  the  following  scenario. 

What  would  happen,  in  your  opinion,  if,  in  fact,  we  pass  a  budget 
around  here,  if  we  can  ever  do  that,  and  then  say  to  the  producer 
whatever  that  budget  allows  in  regards  to  your  deficiency  pay- 
ments, that's  what  you  are  going  to  get — say  80  percent?  Then  you 
are  not  put  in  a  position  of  lowering  target  prices,  if  you  will,  but 
whatever  the  budget  of  the  United  States  allows,  why,  that  is  what 
you  have,  but  that  you  put  in  the  marketing  loan. 

I  don't  know  what  price  it  takes  for  wheat  to  become  competi- 
tive, but  you  do  in  fact  become  competitive.  That's  the  nature  of 
the  beast,  or  that  is  what  the  young  lady  is  intended  to  do.  And  say 
it  goes  down  to  $2.  At  the  country  elevator  in  Dodge  City  today,  it 
is  about  $2.32.  If  it  goes  down  to  $2  and  the  farmer  is  still  held 
harmless  with  that  income  protection  from  $2  up  to  $4,  then  what 
is  the  difference?  He  becomes  competitive,  and  we  move  the  prod- 
uct out.  So  from  a  cost  standpoint,  it  would  cost  less. 

Now  I  am  not  really  offering  that  proposal.  It  is  just  a  sugges- 
tion. The  thing  that  worries  me  is,  on  0/92  or  0/100,  what  does  that 
tell  our  competitors?  I  think  it  tells  our  competitors  again  to  go  out 
and  to  produce  more  than  we  are  asking  farmers  to  set  aside  or  to 
take  that  option,  whereas  on  the  other  side  of  the  fence,  if  we  in 
tact  truly  become  competitive,  like  this  administration  is  always 
hollering  about,  as  opposed  to  what  is  actually  happening,  why, 
then  we  get  there  from  here,  and  I  suspect  if  we  went  that  way,  it 
would  be  the  foreign  policy  considerations  that  would  probably  be 
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the  stumbling  block  for  the  marketing  loan  as  opposed  to  cost  and 
as  opposed  to  overproduction. 

Would  you  care  to  comment  in  that  respect? 

Senator  BoscHwrrz.  I'm  not  quite  sure,  Mr.  Roberts,  that  I  un- 
derstand your  question.  Would  you  just  rephrase  it? 

Mr.  GucKMAN.  The  time  of  the  gentleman  has  expired. 

Mr.  Roberts.  We  ought  to  just  leave  it  that  wav,  I  guess.  No. 
What  I  am  trying  to  say  is  that  you  raised  two  problems  with  the 
marketing  loan,  both  you  and  my  good  friend,  Mr.  Bruce.  If  he  had 
changed  his  vote,  it  would  have  been  a  tie  vote;  maybe  we  could 
have  seen  some  progress.  I  want  to  get  there  from  here. 

What  I'm  sick  and  tired  of  being  is  sick  and  tired.  I  want  to  use 
whatever  vehicle  we  C€ui  to  move  the  product  as  well  as  some  re- 
structuring on  the  Farm  Program  in  regard  to  an  acreage  base, 
and  I  saw  the  marketing  loan  as  the  best  tool  to  do  this. 

Now  if  the  cost  problem  obviously  is  the  cost  of  your  deficiency 
payment  plus  a  marketing  loan,  and  to  make  it  work  you  would 
have  to  make  it  outside  the  payment  limitation — ana  we  have 
people  here  sitting  at  the  desk  that  would  just  be  delighted  to  write 
a  story  about  that — why  not  then  say  if  vou  pass  a  budget  in  the 
United  States,  and  Congress  finally  does  that,  and  that  does  actual- 
ly represent  in  the  coverage  between  that  world  price  that  you 
moved  the  product  up  to  the  loan  and  then  on  beyond,  that  that 
would  represent  only  80  percent  of  the  deficiency  payment,  the 
farmer  is  still  getting  paid  that  same  basic  income  protection. 

An  example  in  my  country  would  be  if  the  price  would  ^o  from 
$2  in  order  to  move  the  product  out,  the  farmer  would  be  held 
harmless  in  regard  to  income  protection,  $2  up  to  whatever  percent 
of  the  deficiency  payment  we  would  allow  due  to  the  budget  of  the 
United  States.  So  mstead  of  getting  the  $4.38,  you  take  the  38 
cents,  put  it  on  the  bottom,  and  you  move  the  product  out,  and  the 
farmer  is  held  harmless,  and  you  signal  to  our  competitors  that  we 
really  mean  business. 

With  0/92, 1  C€ui  foresee  a  situation  where  you  just  have  another 
diversion  payment,  another  set-aside  or  AkP,  or  whatever  you 
want  to  call  it,  and  they  increase  their  production. 

Senator  BoscHwrrz.  Once  again,  I  would  say  to  you,  Mr.  Roberts, 
that  it  depends  what  the  loan  rate  is.  If  you  keep  the  loan  rate  at 
variable  costs  or  above,  you  are  going  to  get  production.  If  you 
lower  those  loan  rates  and  make  a  planting  decision  predicatea  on 
realistic  market  forces,  I  don't  think  that  the  lowering  of  the  loan 
rate  is  going  to  act  as  a  deterrent  to  production  in  other  coimtries. 

The  whole  idea  of  having  a  more  market-oriented  program,  as 
0/92  is,  should  send  a  signal  that  we  are,  indeed,  going  to  be  com- 
petitive on  the  world  market,  but  that  doesn't  mean  we  are  ^ing 
to  have  a  program  that  compels  production  in  order  to  participate 
in  the  program,  and  we  are  not  going  to  have  a  program  that 
builds  surpluses  for  no  reason  at  all. 

I  C€Ui't  imagine  that  going  to  a  greater  market  orientation,  as  is 
implied  in  0/92,  0/100,  or  whatever,  is  going  to  act  as  a  signal  to 
the  other  producers  to  increase  their  production,  particularly  if 
loan  rates  are  kept  at  a  suitably  competitive  level. 

Mr.  Roberts.  Well,  I'm  not  sure  I  have  packaged  my  question  in 
the  framework  that  is  fully  understood.  I  would  just  say  to  the  gen- 
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Ueman,  let's  visit  about  it.  I  am  for  0/92  or  0/100  as  an  option,  but 
I  would  also  like  to  put  in  the  marketing  loan,  and  I  would  like  to 
get  there. 

I  thank  the  gentleman. 

Senator  BoscHwrrz.  Well,  0/92  and  the  marketing  loan  are  not 
incompatible. 

Mr.  GucKBAAN.  Mr.  Volkmer. 

Mr.  Volkmer.  Thank  you,  Mr.  Chairman. 

I  don't  really  have  too  many  questions  for  the  witnesses,  but  I 
think  it  is  imperative  on  me,  as  far  as  listening  to  the  witnesses,  to 
let  them  know  and,  I  think,  let  the  public  know  that  as  far  as  I'm 
concerned  the  1985  farm  bill,  as  far  as  wheat,  soybean,  and  the 
feed  grain  program,  isn't  working. 

Senator  BoscHwrrz.  It  is  not? 

Mr.  Volkmer.  It  is  not;  that's  my  position;  and  as  far  as  the  ma- 
jority of  my  farmers  are  concerned,  seeing  what  is  happening  to 
them,  it's  not  working. 

I  would  like  to  just  say  that  I  don't  believe  that  we  are  going  to 
see  the  vast  increase  in  exports  that  we  are  going  to  need  to  make 
it  work  in  the  foreseeable  future.  Analyzing  the  export  market,  I 
don't  see  where  we  are  going  to  find  the  market  for  our  products, 
no  matter  how  low  you  price  them,  and  I  say  that  because  I  don't 
believe  you  can  price  them  low  enough  to  undercut  the  Argentines 
are  far  as  feed  grains  are  concerned,  nor  do  I  believe  you  are  going 
to  imdercut  the  Brazilians  as  far  as  heana  are  concerned  or  the 
French  as  far  as  wheat  is  concerned — the  European  Conmnmity.  I 
think  Canada  and  Australia  are  going  to  stay  right  with  you,  no 
matter  how  you  price  the  wheat. 

I  asked  Mr.  Goldberg — as  we  all  know,  he  is  the  chief  economist 
for  USDA— up  here  last  year,  and  he  says  the  same  thing  that  I 
hear  a  lot  of  people  saying  about  the  1985  farm  bill. 

Senator  Boscirwrrz.  Who  does? 

Mr.  Volkmer.  Mr.  Goldberg  last  year,  when  we  had  him  up 
before  this  committee. 

Senator  BoscHwrrz.  I  know  him. 

Mr.  Volkmer.  You  know  Mr.  Goldberg. 

I  asked  Mr.  Goldberg,  because  he  said  the  farm  bill  would  work, 
we  just  had  to  give  it  another  year;  that's  this  year;  that's  1987; 
that  was  in  1986.  And  our  exports  would  improve  dramatically, 
were  his  words. 

So  I  asked  Mr.  Goldberg;  I  said,  "Name  me  one  country  that  we 
are  now  exporting  to  as  far  as  feed  grains,  wheat,  or  com"— what 
coimtry  next  year;  that's  this  year— we  were  going  to  increase  our 
exports  to  that  we  are  already  exporting  to.  He  couldn't  name  me 
one,  but  he  said  we  were  going  to  do  it. 

So  I  asked  him  then  what  country  that  we  are  not  now  exporting 
any  of  those  grains  to  that  we  would  be  exporting  to,  a  new  coun- 
try. He  couldn't  name  me  one,  but  he  said  we  were  going  to  do  it. 
Now  that  is  what  I  keep  hearing.  Nobody  tells  me  where  we  are 
going  to  do  it,  how  we  are  going  to  do,  but  it  is  going  to  be  done, 
but  yet  we  don't  do  it.  We  may  even  marginally  increase  this  year, 
but,  Senator,  I  don't  believe  that  we  are  going  to  dramatically  in- 
crease exports  at  all  this  year. 


Digitized  by 


Google 


78 

Senator  BoscHwrrz.  Mr.  Volkmer,  I  would  say  that  during  the 
course  of  this  hearing  you  certainly  heard  the  name  of  one  countrjr; 
they  even  have  a  few  people  over  there;  and  that  is  China.  Last 
year,  they  were  exporters,  and  really  they  were  exporters  not  be- 
cause they  were  producing  surpluses  but,  rather,  that  their  produc- 
tion was  near  the  coast  and  their  own  infrastructure  is  so  weak 
that  they  weren't  able  to  ship  it  into  areas  where  they  have  need, 
because  they  have  a  very  low  gross  national  product,  per  capita  na- 
tional product,  however  you  want  to  state  it. 

Furmermore,  as  I  mentioned  earlier  in  my  testimony,  there  has 
been  a  response  in  plantings  aroimd  the  world  with  respect  to  this 
farm  bill,  and  plantings  have  gone  down  in  Australia  and  in  other 
countries,  and  we  have  put  an  enormous  amount  of  pressure  on  the 
European  Community. 

I  would  certainlv  agree  that  they  have  not  reacted  in  the  Com- 
mimity,  though  they  certainly  are  talking  about  a  number  of 
things,  and  they  are  not  increasing  prices  the  way  they  have  in  the 
past. 

So  I  think  the  1985  farm  bill  is  indeed  working.  There  has  been 
an  up  turn  in  exports.  It  may  not  be  as  fast  as  I  want  it  or  certain- 
ly as  you  want  it,  as  all  of  us  want.  But  the  thing  that  really  drives 
exports  is— a  number  of  things.  First  of  all,  the  economies  of  those 
nations,  their  ability  to  borrow,  which  they  had  in  the  1970's  when 
interest  rates  were  lower,  when  their  economies  were  growing, 
when  the  weather  in  the  world  was  bad  in  much  of  the  world  and 
good  here. 

Lots  of  things  have  changed  in  the  1980's  of  a  macro-economic 
nature.  Interest  rates  went  up;  the  weather  got  good  in  all  the 
other  countries;  their  economies  got  bad;  regretmlly,  we  embargoed 
our  largest  customer.  Those  things  are  the  real  reasons,  in  my 
judgment,  that  exports  have  gone  down.  But  we  simply  have  to  sit- 
uate ourselves  in  such  a  way  that  we  are  ready  when  that  export 
market  returns,  and  surelv  it  will,  in  my  judgment. 

Really,  what  it  probably  requires  is  that  the  economies  of  the 
world,  particularly  the  Third  World  economies  ^et  better,  because, 
as  you  know,  there  is  a  great  deal  of  elasticity  m  those  economies 
with  respect  to  food. 

Mr.  VoLKMER.  Yes,  I  have  been  to  some  of  those  coimtries,  and  I 
know  there  are  those  who  would  like  to  purchase  more,  but  finan- 
cially they  can't  do  it,  and  they  don't  see  where  they  are  going  to 
get  the  money  next  year  as  well  as  this  year  to  do  it.  That  is,  to 
me,  one  of  the  major  problems  in  the  farm  bill.  As  you  correctly 
pointed  out,  and  as  some  of  us  realized,  I  think,  back  in  1985,  the 
present  program  does  increase  production,  encourages  more  pro- 
duction on  those  good  acres.  Take  out  the  bad  ones  and  put  it  on 
the  good  ones  and  produce  as  much  as  you  can  on  them.  It  is  self- 
defeating. 

Senator  BoscHwrrz.  I  agree  with  that. 

I  would  caution  observers  not  to  predict  too  far  in  advance.  I  am 
reminded  of  the  story  of  December  1980  when  this  Secretary  of  Ag- 
riculture— he  was  then  Deputy  Secretaiy—and  all  the  rest  of  the 
Reagan  crew  came  down  to  Washington.  They  were  met  by  Howard 
Hjort  and  the  Carter  crew  as  they  were  going  out.  Hjort  had  done  a 
study  that  said  the  problem  of  the  1980^  is  whether  or  not  we  are 
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going  to  be  able  to  produce  or  not,  whether  or  not  we  are  going  to 
be  able  to  meet  the  demand  of  the  world.  Everybody  agreed,  plant 
fence-row  to  fence-row,  turn  on  the  production. 

Two  years  later,  in  December  1982,  they  were  trying  to  figure 
out  what  in  the  world  to  do  with  the  surpluses,  and  they  came  up 
with  the  PIK  Program.  So  it  is  very,  very  hard  to  project  what  it  is 
going  to  be  6  months  from  now  or  1  or  2  years  from  now. 

My  approach  to  the  agricultural  legislation,  I  would  say  to  my 
friend  from  Missouri,  is  to  put  our  agricultural  economy  in  the 
most  competitive  position  possible  while  protecting  farm  income  in 
the  process,  and  when  we  are  in  that  most  competitive  position  pos- 
sible we  will  not  give  encouragement  to  our  competitors  around  the 
world  to  produce  additionally  for  the  export  market,  and  we  will  be 
ready  to  regain  our  share  of  the  export  market  when  it  returns,  as 
it  surely  wUl,  because  the  economics  of  the  world  are  cyclical  and 
we  have  to  be  positioned  properly  if  we  are  going  to  take  advantage 
of  that  cycle.  You  really  can't  fool  economic  realities  over  a  long 
period  of  time. 

So  I  think  that  economic  realities  mean  that  we  take  advantage 
of  our  comparative  advantage  both  on  the  farm  and  in  the  infra- 
structure and  make  ourselves  as  competitive  as  possible  and  be 
ready  when  that  time  comes,  as  it  surely  will. 

Mr.  VoLKMER.  To  me  and  to  a  great  many  of  mv  people  who  used 
to  farm  but  who  are  no  longer  farming  because  of  the  impact  of  the 
programs  that  we  have  had  in  the  last  several  years  and  the  dete- 
rioration of  the  agriculture  economy,  they  know  that  it  didn't  work 
for  them;  they  know  that;  they  are  no  longer  farming,  and  I  am 
going  to  have  some  more  this  year  that  will  no  longer  be  farming. 

So  what  we  have  seen  is  that  the  support  that  was  given  in  the 
past  and  in  the  1985  farm  bill,  and  which  is  going  to  deteriorate — 
that  support  is  going  to  deteriorate  next  year,  the  following  year, 
and  the  following  year.  As  a  result,  in  my  opinion,  I  am  going  to 
have  fewer  farmers  in  those  3  years  also. 

While  you  are  trying  to  say,  well,  we  will  become  competitive, 
my  question  is,  how  competitive  do  we  have  to  be?  Do  we  have  to 
compete.  Senator,  with  the  Argentine  farmer  at  his  price,  at  his 
standard  of  living?  Is  that  what  we  have  to  compete  with  for  feed 
grains? 

Senator  BoscHwrrz.  We  most  certainly  do  have  to  compete  with 
the  Argentine  and  the  Brazilian  farmer. 

You  will  recall  that  I  think  members  of  this  committee  went  to 
Argentina  and  Brazil  and  came  back  and  pointed  out  that  in  Ar- 
gentina they  farm  approximately  60  or  65  million  acres  and  that 
there  are  350  million  acres  that  they  can  put  to  the  plow.  They 
don't  have  the  infrastructure,  the  rivers,  the  roads,  the  rails  in 
order  to  do  that  and  get  the  goods  to  the  market. 

I  would  not  want  to  be  a  farmer  in  Argentina  under  the  present 
circumst€uices,  and  I  would  doubt  that  there  is  going  to  be  much 
investment  in  Argentina  to  improve  their  farming  situation.  I  sup- 
pose that  neither  you  nor  I  would  want  to  invest  our  funds  in  that 
part  of  the  world  at  the  present  time.  Their  situation  is  certainly 
as  difficult  or  more  difficult  than  ours.  They  have  operated  in  Ar- 
gentina for  quite  a  long  period  of  time  without  subsidies,  and  they 
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have  operated,  as  a  matter  of  fact,  with  a  tax  on  exports  at  the 
port. 

I  would  say  to  my  friend  from  Missouri  that  he  probably  will 
have  fewer  farmers  in  his  district  in  2  years  time  than  today  and 
that  I  will  have  the  same;  2  years  ago,  or  20  years  a^o,  or  40  years 
ago,  the  number  was  higher.  As  a  matter  of  fact,  z5  or  28  years 
ago,  there  were  2,100,000  dair^  farmers  in  this  coimtry,  and  now 
there  are  300,000,  a  fall-off  of  85  percent.  But  back  then  they  were 
squeezing  by  hand,  and  now  they  have  more  mechanical  means  of 
doing  that.  That  and  the  mechanics  of  agriculture  are  probably 
going  to  drive  the  number  of  farmers  down  but  at  a  rather  slow 
rate,  from  what  I  can  gather. 

At  one  time,  as  you  well  know,  Mr.  Volkmer,  90  percent  of  the 
folks  were  on  the  farm,  and  now  it  is  a  much  snialler  number.  The 
loss  of  numbers  of  farmers  has  been  an  experience  that  we  have 
had  in  this  country  since  its  very  b^inning.  I  think  that  the  loss  in 
numbers  is  slowing.  I  think  that  the  farm  programs  have  helped 
stem  that  loss.  We  have  not  been  niggardly  with  respect  to  the  ag- 
ricultural sector,  and  we  have  indeed  provided  quite  expansive  sup- 
ports. 

Mr.  Volkmer.  I  would  just  like  to  ask  Mr.  Bruce  whether  he 
knows,  and  especially  up  around  Champaign,  Urbana,  and  that  big 
flat  area  up  there  where  there  is  that  good  black  groimd — I  have 
been  through  it  many  times — do  the  farmers  up  there  do  what  we 
call  reconstitution  of  their  farms  in  order  to  get  more  than  a 
$250,000  limitation  payment? 

Mr.  Bruce.  I  met  with  the  USDA  people.  We  don't  see  that  that 
is  occurring  very  much  in  the  State  of  Ulinois,  where  you  sell  to  a 
daughter  and  son-in-law.  It  doesn't  appear  to  be  occurring  there, 
Harold,  not  that  I  see. 

Just  to  tie  into  what  Senator  Boschwitz  said  about  declining 
farm  families,  last  year  as  a  member  of  this  committee  I  was  con- 
cerned about  the  continuing  talk  about  the  vast  number  of  people 
leaving  the  farms  and  dredged  up  some  agriculture  statistics  gomg 
back  through  1950.  The  decline  has  been  pretty  const€uit.  About  l.Y 
percent  of  the  farmers  every  year  are  going  out  of  business.  That  is 
about  what  it  was  last  year.  There  has  not  been  a  precipitous  de- 
cline in  the  number  of  people  leaving  the  farm;  it  has  been  a  rela- 
tively slow  but  always  downward  trend.  The  flgiires  I  saw  just  were 
from  the  1950's.  Fm  sure,  as  the  Senator  indicated,  it  is  almost 
since  the  beginning  of  the  coimtnr.  It  has  been  a  pretty  steady  but 
downward  trend  on  a  number  of  mrms. 

Mr.  Volkmer.  Very  briefly,  I  would  like  to  say,  I  think  there  has 
been  more  deterioration  in  certain  areas  of  the  country  than 
others,  and  I  think  Fm  in  one  of  those  areas,  as  well  as  southern 
Iowa;  northern  Missouri  is  in  one  of  those  areas  more  than  the 
others;  we  have  had  more  deterioration  than  1.7. 

Mr.  GucKMAN.  Thank  you. 

Mr.  Jontz. 

Mr.  Jontz.  Thank  you,  Mr.  Chairman. 

I  believe  that  the  gentleman  from  Missouri  has  quite  adequately 
expressed  my  concerns  and  probably  done  so  with  more  fervor  than 
I  could  have.  But  I  do  want  to  ask  a  question  of  the  Senator  and 
the  Congressman,  if  I  might. 
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Would  either  of  you  care  to  comment  about  how  the  debt  crisis 
facing  various  Third  World  countries  is  or  is  not  impacting  on  our 
ability  to  export  agricultural  commodities  to  those  countries?  In  ad- 
dition, what  sort  of  relief  is  there  in  sight  in  terms  of  resolving 
that  particular  problem  so  far  as  it  affects  agricultural  exports? 

Senator  Boschwitz.  Fm  going  to  let  Mr.  Bruce  answer  that. 

Mr.  Bruce.  Mr.  Jontz,  frankly,  I  would  like  to  beg  off  the  answer 
on  that.  Tm  not  sure  that  Fm  qualified  to  give  you  a  rundown  on 
the  economies  around  the  world.  My  knowledge  of  that  is  basically 
contemporary  reading,  and  that  is  the  fact  that  the  world  economy 
as  a  whole  is  in  a  pause  situation,  and  as  long  as  it  is,  agriculture, 
like  other  parts  of  our  economy,  will  continue  to  pause. 

We  do  see  some  bright  lights.  As  Korea  is  able  to  penetrate  our 
market  in  other  areas,  they  have  accumulated  more  American  dol- 
lars, and  now  they  buy  more.  Taiwan  bujrs  almost  90  percent  of  its 
agricultural  products  from  this  country  because  they,  obviously, 
flood  our  market  with  Taiwanese  products. 

To  the  extent  that  a  country  can  become  more  industrialized  and 
capture  more  of  our  consumer  market  with  the  goods  that  they 
produce  in  their  country,  whether  it  be  textiles  or  small  electronics 
in  South  Korea,  they  will  do  better.  Going  to  other  continents,  it  is 
much  more  cloudy  as  to  what  the  future  brings  for  us. 

Senator  BoscHwrrz.  If  I  may  say,  Mr.  Jontz,  it's  a  mixed  bag. 
First,  if  you  look  at  agricultural  exports  throughout  the  world,  the 
agricultural  trade,  it  is  amazing,  despite  the  hard  economic  times, 
how  little  it  has  receded,  and  now  it  has  picked  up  so  it  is  at  least 
where  it  was  at  the  height  in  1981  and  even  above  it. 

So  despite  the  fact  that  economies  around  the  world  have  been 
poor,  agricultural  exports  or  agricultural  trade  has  not  suffered  as 
much  as  one  might  think. 

Secondly,  it  is  a  mixed  bag.  While,  on  the  one  hand,  some  of  our 
customers  are  heavily  in  debt  and  cannot  go  out  and  borrow  more, 
though  they  still  seem  to  maintain  their  agricultural  imports,  on 
the  other  hand,  some  of  our  competitors  whom  we  have  talked 
about  here  this  morning  are  among  the  larger  debtor  nations  and 
also  are  constrained  with  respect  to  developing  their  agricultural 
infrastructure  or  their  agricultural  base.  So  it  is  a  mixed  bag. 

Mr.  Jontz.  To  follow  up  on  your  last  comment,  Senator,  I  had 
occasion  to  visit  Purdue  University  recently  and  talk  to  some  of  the 
economists  in  their  agriculture  school.  It  was  their  observation  that 
on  a  long-term  basis  the  developing  countries  were  the  best  source 
of  approved  markets. 

We  got  to  talking  about  the  debt  situation,  and  it  seems  to  me 
that  the  fact  that  those  countries  are  debtor  nations  puts  tremen- 
dous pressure  on  them  to  change  their  agricultural  S3rstems  to 
produce  cash  that  they  can  send  back  to  banks  and,  in  fact,  acts  to 
inhibit  the  rise  in  the  consumption  internally,  just  as  you  de- 
scribed. 

I  wonder  if  we  are  going  to  have  to  wait  a  long  time  to  see  sub- 
stantial improvements  in  those  markets  unless  some  arrangement 
can  be  made  where  their  debt  will  be  excused  and  where  they  will 
agree  to  make  some  imports.  Otherwise,  they  have  got  to  send  cash 
out  and  limit  imports  in  order  to  satisfy  their  creditors. 
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Senator  Boschwitz.  I  would  say,  Mr.  Jontz,  that  expanding  agri- 
cultural exports  or  expanding  the  agricultural  base  is  probably  cap- 
ital-wise not  a  quick  way  to  pav  your  international  debts.  The 
amount  of  capital  that  is  required  to  do  that,  to  expand  your  agri- 
cultural  trade  or  base,  is  far  greater  than  to  expand  your  industnal 
base.  So  Fm  not  sure  that  I  would  agree  that  we  are  going  to  see  a 
great  deal  of  additional  production  for  the  purpose  of  developing 
dollars  or  for  the  purpose  of  developing  hard  currencies  to  pay 
debts  with. 

Mr.  JoNTZ.  Mr.  Chairman,  I  did  have  a  few  questions  on  the  Su- 
percollider/Superconductor I  wanted  to  ask  Mr.  Bruce,  but  my 
time  has  expired. 

Mr.  GucKMAN.  Maybe  you  will  wait  for  a  second  round  of  ques- 
tioning. 

Mr.  English. 

Mr.  English.  Thank  you  very  much,  Mr.  Chairman. 

The  thing  that  has  kind  of  amazed  me  as  we  have  moved 
through  the  economic  crisis  that  we  have  had  in  agriculture  for  the 
past  5  or  6  years  is  that  it  really  does  not  seem  to  have  made  much 
of  an  impact  with  regard  to  the  philosophical  arguments  that 
people  are  making.  By  that  I  mean  that  it  doesn't  seem  to  matter 
much  how  much  trouble  agriculture  is  in;  everyone  seems  to  be  so 
caught  up  in  their  own  philosophy — good  times  or  bad,  that  philos- 
ophy doesn't  seem  to  change — that  we  are  consimied  by  it. 

I  think  that  any  time  we  t€ike  up  agricultural  legislation  before 
the  Agriculture  Committee,  I  can  tell  you  right  now  pretty  much 
what  the  argument  is  going  to  be  on  about  any  farm  group;  I  can 
probably  write  the  statements  of  every  farm  organization  that  is 
going  to  come  before  us,  and  I  can  almost  tell  you,  I  think,  as  far  as 
the  members  of  the  committee  itself,  how  they  are  going  to  vote 
with  regard  to  those  individual  proposals. 

I  kind  of  wonder  when  we  are  going  to  reach  the  point.  Senator, 
both  in  the  House  and  in  the  Senate,  when  we  are  going  to  decide 
that  the  crisis  itself  is  serious  enough  for  us  to  be  more  concerned 
about  riding  the  problems  of  agriculture,  at  least  getting  us  to  the 
point  that  agriculture  is  surviving  in  the  United  States,  before  we 
resume  those  classical,  philosophical  debates. 

It  would  seem  to  me  that  the  criteria  that  we  ought  to  be  looking 
at,  regardless  of  philosophy,  is  the  question  of  both  what  is  going  to 
return  agriculture  to  a  position  of  strength  in  this  country  and,  at 
the  same  time,  balance  that  off  against  the  cost  of  farm  progrcuns. 
Looking  back  over  the  past  6  years,  that  does  not  seem  to  really 
have  a  whole  lot  to  do  with  what  is  being  done  in  agriculture. 

We  were  talking  about  the  question  of  decoupling.  As  I  under- 
stand it,  decoupling  primarily  is  to  do  away  with  the  Farm  Pro- 
gram; that's  the  objective  of  decoupling.  There  are  those  people, 
those  farm  organizations,  who  believe  philosophically  we  ought  to 
do  away  with  the  Farm  Program.  Well,  that  is  fine.  I  think  they 
ought  to  state  it  right  out  front:  This  group  believes  we  ought  to  do 
away  with  farm  programs;  therefore,  we  are  for  decoupling. 

On  the  other  hand,  we  have  got  other  folks  that  want  a  very 
strong  supply  management  program.  They  are  in  favor  of  mandato- 
ry programs.  We  have  got  a  lot  of  other  groups  that  are  kind  of  in 
between. 
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But  the  real  bottom  line  that  comes  down  is  the  fact  that  what 
we  are  facing  in  the  world  today  is  a  huge  surplus.  That  surplus  is 
being  produced  not  only  in  the  United  States  but  other  countries 
around  the  world  and  primarily  in  the  area  of  grain. 

Now  we  have  had  indications — and  to  me  it  makes  a  lot  of 
sense — for  those  countries  that  are  competing  against  each  other, 
particularly  the  major  producers  of  grain,  to  reach  some  kind  of 
understanding  on  a  reduction  in  that  amount  of  production,  at 
least  until  we  reach  a  point  in  which  the  prices  are  strengthened 
and  we  can  reduce  the  outlays  of  all  the  governments  involved — 
and  they  are  huge  right  now,  they  are  mammoth,  regardless  of 
which  country  you  are  talking  about — and,  at  the  same  time,  give 
our  farmers  a  little  better  chance  of  surviving. 

Now  whatever  reaches  that  goal,  whatever  program  moves  us  in 
that  direction  seems  to  me  to  be  one  that  is  worth  while  consider- 
ing, regardless  of  whose  idea  it  is  or  what  farm  organization  sup- 
ports it.  By  the  same  token,  obviously,  cost  has  to  be  a  mcgor 
factor,  a  mcgor  issue.  I  think  that  given  the  size  of  today's  budget 
deficits  and  the  fact  that  the  farmers  in  this  country  are  a  distinct 
minority,  that  has  to  be  a  mcgor  consideration. 

So  I  was  wondering  if  both  of  you  gentlemen  would  comment  on 
the  goal,  the  wisdom  of  the  goal,  of  tiding  to  drop  this  philosophi- 
cal barrier  that  seems  to  prevent  agriculture  from  reaching  some 
solutions  and  approach  this  on  the  question  of  what  is  going  to 
help  us  in  cooperation  with  our  competitors  to  reduce  the  huge  sur- 
pluses, strengthen  market  prices,  and,  at  the  same  time,  do  so  with 
a  reasonable  cost. 

Senator  Boschwitz,  would  you  like  to  comment  on  that? 

Senator  BoscHwrrz.  I  would  say  to  the  gentleman  from  Oklaho- 
ma first  that  we  do  not  in  the  whole  idea  of  the  Boschwitz-Boren 
bill — your  colleague  from  Oklahoma — we  do  not  seek  to  abandon 
the  farmer,  by  any  means.  I  don't  know  that  there  are  philosophi- 
cal barriers.  Certainly  there  are  many  farm  groups  that  represent 
different  viewpoints.  I  always  say  that  you  get  a  couple  of  farmers 
together  and  they  produce  three  organizations  with  four  different 
viewpoints.  It  took  me  a  while  to  adjust  to  that. 

K  I  thought,  Mr.  English,  that  there  was  some  way  of  reducing 
the  surplus  by  getting  all  countries  together  to  somehow  discipline 
their  producers,  that  might  be  one  thing  to  consider,  but  I  think 
there  is  absolutely  no  likelihood  of  that. 

Mr.  English.  Senator,  it  is  my  underst€uiding  that  several  of  our 
competitors,  competitor  nations.  Common  Market  countries — we 
have  had  representatives  of  those  governments  here — Canadians, 
have  all  indicated  that  they  would  like  to  reach  some  kind  of  un- 
derstanding with  the  United  States  on  some  manner  of  reducing 
the  amount  of  production,  but  that  our  Government,  philosophical- 
ly speaking,  is  opposed  to  any  kind  of  discussion.  That's  what  I 
mean  about  philosophy  and  the  barriers  that  it  sets  up. 

Senator  BoscHwrrz.  I  know  that  the  English  have  talked  about 
having  some  kind  of  an  acreage  diversion.  I  think  that  the  Canadi- 
ans may  at  one  time  have  utilized  a  form  of  that  program.  But,  ba- 
sically, we  are  the  only  coimtiy  who  has  used  set-asides  and  diver- 
sions as  a  policy.  Certainly  this  administration  has  that  policy  far 
more  than  I  would  agree  with,  of  using  set-asides  from  diversions. 
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I  do  not  think  that  it  is  the  philosophy  of  this  Government  that 
is  preventing  the  nations  of  the  world  from  gatherinfi^  together  and 
setting  some  type  of  production  goals.  I  don't  think  that  that  is  the 
case  at  all.  I  think  our  competitors  think  we  are  a  little  funny  for 
doiiu;  it  in  the  first  place. 

When  I  made  a  trip  through  Minnesota  recently  and  had  16  or 
17  farm  hearings,  I  took  wim  me  a  farmer  from  England.  I  had 
gone  on  to  his  mrm,  and  he  was  setting  a  yield  of  140  bushels  an 
acre  of  wheat.  He  thought  that  if  we  passed  Mr.  Harkin's  bill  in 
the  Senate  that  would  help  the  European  farmers  a  great  deal,  and 
he  encouraged  my  farmers  throughout  Minnesota  to  support  it. 

I  just  don't  think  that  there  is  any  likelihood,  any  reasonable 
likelihood,  of  gathering  the  producers  of  the  world  together  and  re- 
straining production. 

As  you  well  know,  approximately  88  or  89  percent  of  the  produc- 
tion of  wheat  and  foodstuffe  in  the  world  never  comes  on  to  the 
world  market,  and  only  11  or  12  percent  is  traded  in  international 
trade.  So  it  is  just  very,  very  difficult  to  control.  When  producti<m 
goes  up  1  percent,  that  means  that  the  amount  that  comes  on  to 
the  world  market,  unless  internal  markets  grow,  will  rise  by  10 
percent. 

During  the  1970's,  as  you  know,  world  markets  grew  at  3  percent 
a  year  while  production  grew  at  only  2  percent  a  year,  and  that 
was  a  single  percentage  point  year  after  year  that  made  those 
years  so  profitable  for  American  agriculture. 

Mr.  English.  Senator,  if  I  could,  I  would  like  to  disagree  with 
^ou  a  little  bit  on  what  you  are  saying.  Fm  not  talking  about  an 
mdividual  farmer.  I  would  agree  tfaiat  the  rest  of  the  world  would 
be  delighted  to  see  the  United  States  single-handedly  take  on  the 
job  of  reducing  or  eliminating  the  surpluses  that  exist  in  the  world. 

Senator  BoscHwrrz.  We  couldn't  do  it. 

Mr.  English.  Well,  I  would  disagree  with  you  that  we  are  doing 
it  now.  Everybody  knows  what  acreage  set-aside  is  doing.  You  take 
the  worst  land  you  have  got,  and  you  put  a  little  more  fertilizer  <m 
the  good  land.  That  is  not  doing  anything  as  far  as  production  in 
the  United  States,  cutting  back.  We  are  producing  just  about  as 
much  as  we  could  if  we  went  fence-row  to  fence-row.  In  fact,  in 
many  cases,  that  is  exactly  where  we  got,  because  we  broke  out 
land  that  never  should  have  been  broken  out  in  the  first  place  with 
that  kind  of  encouragement  from  Mr.  Butz  and  a  few  other  folks,  if 
I  remember  clearly. 

The  point  Fm  tr3ring  to  make  is  that  representatives  of  those  gov- 
ernments, it  is  costing  them  a  lot  of  money.  Their  taxpayers  are 
getting  tired  of  paying  this.  They  are  asking  that  we  come  together 
and  carry  out  the  discussion.  The  reports  that  I  have  had  from 
those  governments — from  the  governments,  not  firom  a  farmer  but 
from  those  governments — is  that  the  United  States  Government  re- 
fuses to  meet — the  Reagan  administration  refuses  to  meet  and 
carry  out  those  discussions. 

I  have  also  had  discussions  with  people  in  this  Government,  with 
the  Department  of  Agriculture  and  others  within  the  administra- 
tion. Fve  got  to  say,  in  all  candor,  they  waltz  around  this  issue 
every  time  that  it  is  brought  up.  We  get  some  general  discussion: 
"Yes,  we'll  meet  with  them;  we'll  talk  to  them,"  but  the  bottom 


Digitized  by 


Google 


85 

line  comes  out  that  there  does  not  seem  to  be  any  desire,  as  far  as 
this  administration  is  concerned,  in  carrying  out  those  kinds  of  dis- 
cu^ions  in  which  we  would  attempt  to  reach  some  manner  in 
which  everyone  would  share  equally  in  bringing  down  the  surplus. 
The  objective  seems  to  be,  "We're  going  to  go  out  and  break  every 
other  coimtry  in  the  world;  we're  going  to  flood  the  world's 
market." 

I  think  if  you  take  a  look  at  the  situation  in  grain  today,  the  fact 
that  the  administration  won't  go  for  a  resale  program,  and  other 
evidence  at  hand,  they  may  very  well  be  planning  to  go  out  and 
attempt  to  flood  the  market  this  year  and  drive  those  prices  even 
lower  not  only  for  foreign  farmers  but  for  our  own  farmers,  and 
that's  what  troubles  me.  Senator. 

Senator  BoscHwrrz.  Well,  you  know  that  all  the  nations  did  get 
together  recently  in  Uruguay  at  the  beginning  of  this  GATT  round. 
To  the  best  of  my  knowledge,  there  was  no  discussion  among  the 
principal  growing  nations  of  an  effort  to  restrain  production  or 
that  our  people  were  approached. 

I  respectfuUy  disagree  with  you,  Mr.  English,  that  this  country  is 
an  obstacle  to  the  idea  of  international  set-asides,  so  to  speak,  that 
would  somehow  restrain  production.  As  you  point  out,  set-asides 
don't  work  well.  You  would  have  to  combine  with  the  set-asides 
production  quotas  and  everjrthing  else.  It  just  hasn't  worked  in  the 
history  of,  whether  it  is  coffee,  or  wheat,  or  oil,  or  anything  else. 

I  know  that  we  would  not  like  the  idea  of  so-called  international 
cartels.  We  are  not  going  to  advance  the  idea;  I  don't  believe  this 
Government  would;  I  certainly  wouldn't.  But  I  don't  think  this 
Government  has  been  a  particularly  restraining  factor,  because  I 
don't  think  it  has  come  up. 

Mr.  English.  Mr.  Chairman,  one  final  comment  I  would  make. 

Senator,  I  guess  then,  unless  you  can  show  me  some  other  alter- 
native, what  that  leaves  us  with  is  that  for  the  next  few  years,  at 
least,  until  there  is  some  kind  of  tragic  weather  condition  or  some 
other  disaster  that  undertakes  one  of  the  major  producing  coun- 
tries, then  we  are  condemned  to  the  point  of  seeing  growing  sur- 
pluses and  weaker  prices.  That  is  certainly  something  that  I  am 
not  willing  to  settle  for  as  far  as  the  wheat  farmers  in  Oklahoma 
are  concerned.  I  think  that  that  would  be  a  tragedy  for  not  only 
our  farmers  but  farmers  throughout  the  world. 

Thank  you,  Mr.  Chairman. 

Senator  Boschwitz.  I  would  caution  my  friend  from  Oklahoma 
predicting  too  much  what  is  going  to  happen  in  the  years  ahead. 

Certainly  one  of  the  problems  that  we  have  now  is  due  to  the 
1981  farm  bill  that  raised  the  loan  rate  on  wheat  to  nearly  $4, 
when  you  consider  the  interest  on  the  loan.  That  was  a  great  guar- 
antee that  the  rest  of  the  world  saw  as  a  clear  ticket  to  increasing 
their  production. 

In  the  event  that  we  are  going  to  regain  our  fair  share  of  the 
world  market — and  who  is  to  know  what  that  is  going  to  be  a  year 
from  now  or  6  months  from  now,  and  whether  or  not  economies  im- 
prove, or,  as  you  pointed  out,  perhaps  there  will  be  some  natural 
disasters.  But  my  approach  to  the  whole  business  is  that  we  simply 
have  to  be  ready,  and  you  can't  fool  economic  realities  over  a  long 
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period  of  time  either  with  exceptionally  high  loan  rates  or  efforts 
to  cut  production. 

If  you  tell  farmers  they  can  produce  on  only  50  percent  or  40  per- 
cent of  their  land,  still  we  will  have  surpluses  if  you  hold  the  price 
up  high  enough.  You  can  see  that  in  Japan,  or  England,  or  Den- 
mark, where  they  have  10-ton  clubs  per  hectare  of  wheat.  You 
simply  can't  fool  economic  realities  over  a  long  period  of  time. 

We  have  a  comparative  advantage  in  the  United  States.  We  are 
competitive  producers,  we  have  a  marvelous  infrastructure,  and  we 
should  not  increase  our  own  problems  by  encouraging  producers  in 
other  coimtries  to  produce  more  with  Ugh  loan  rates.  That,  I  sup- 
pose, summarizes  my  position. 

Mr.  English.  Well,  Senator,  I  would  simply  say,  that  is  exactly 
what  we  have  been  told  for  the  past  6  years,  and  we  have  seen  this 
thing  deteriorate  every  year  that  we  have  been  following  that  kind 
of  a  policy.  I  would  simply  say  that  at  some  point  we  have  got  to 
recognize  the  economic  recdities  that  we  are  facing  in  the  world, 
namely,  that  we  are  far  worse  off  in  going  down  this  road  than  we 
were  5  or  6  years  ago  when  we  started.  I  simply  say  that  at  some 
point  we  have  got  to  recognize  it  is  time  for  a  change. 

Thank  you,  Mr.  Chairman. 

Senator  BoscHwrrz.  I  read  into  the  record,  I  think,  in  the  Senate 
recently  sometlung  from  Successful  Farmer,  which  is  one  of  the 
really  fine  publications  in  the  agricultural  field.  What  I  read  was 
very  much  along  the  line  of  what  you  said.  It  was  written  in  1970. 
Prices  were  projected  to  be  at  95  cents  or  $1  in  com.  During  the 
next  5  years,  they  averaged  41  cents. 

Here  is  part  of  the  why  of  low  prices.  Favorable  ffrain  prices  in  the  early  1960*8 
caused  many  to  bid  up  land  prices.  Now  the  annual  land  charge  is  a  much  b]g|pBr 
item  than  you  had  a  few  years  ago.  Also,  sky-rocketing  real  estate  taxes  are  puttmg 
heavy  financial  burdens  on  each  €u:re.  To  top  it  off,  advancing  technology  in  grain 
production  outside  the  United  States  in  the  past  5  years  has  put  a  damper  on  grain 
exports.  Most  outlook  people  say  that  the  figure  of  the  harvest  price  during  the  next 
5  years  will  be  95  cents  to  $1.05  and  $2.25  for  beans.  This  assumes  some  form  of 
land  retirement  program. 

Well,  you  know  how  the  predictions  are  in  this  game,  Mr.  Eng- 
lish; they  are  not  very  close.  So  once  again  I  say  you  lust  have  to 
put  vourself  into  a  competitive  position  and  be  ready,  oecause  cer- 
tainly markets  will  expand  and  return. 

Mr.  GucKMAN.  I  want  to  thank  both  witnesses. 

Senator  BoscHwrrz.  Thank  you,  Mr.  Chairman. 

Mr.  GucKMAN.  This  has  lasted  much,  much  longer  than  I  had 
expected. 

Senator  BoscHwrrz.  Much  longer  than  I  expected,  too. 

Mr.  GucKMAN.  But  I  decided  to  let  the  witnesses  go  forward. 

I  want  to  recognize  for  a  moment  my  colleague  from  Minnesota, 
Mr.  Penny. 

Mr.  Penny.  I  simply  want  to  express  my  appreciation  to  Senator 
BcNSchwitz  for  taking  his  time  this  morning  to  come  over  and  talk 
to  our  committee  about  the  decoupling  concept. 

I  apologize.  I  had  three  other  committee  meetings  this  morning, 
and  I  have  made  an  appearance  and  made  a  contribution  at  each  of 
those  prior  to  arriving  here.  I  know  we  have  a  lot  of  others  that 
plan  to  testify,  and  I  hope  to  be  here  for  much  of  that  testimony.  I 
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think  Rudy  will  appreciate  the  fact  that,  because  he  and  I  come 
from  the  same  State,  I  already  know  an  awful  lot  about  his  decou- 
pling plan  and  intend  to  hear  a  little  more  about  it  as  I  go  around 
my  district  to  discuss  his  among  other  options  to  the  current  Farm 
Program. 

I  know  that  you  are  not  advocating  it  as  an  immediate  replace- 
ment for  the  Farm  Program  but  a  poucy  that  you  would  like  to  see 
us  turn  toward.  Again,  we  appreciate  your  coming  to  the  House  to 
explain  in  more  detail  just  what  kind  of  a  concept,  or  what  kind  of 
decoupling  concept,  you  have  in  mind. 

Senator  BoscHwrrz.  Well,  I  say  once  ag£dn  to  the  chairman,  I  ap- 
preciate your  having  this  hearing  and  talking  about  concepts  for 
years  to  come. 

Mr.  GucKMAN.  I  would  say  one  final  thing.  I  think  that  it  is  far 
too  premature  to  move  toward  any  decoupling  concept.  The  0/92 
concept  as  a  discretionary  option  I  don't  view  as  decoupling  at  all.  I 
view  it  as  basically  an  acreage  diversion  program.  It  depends  how 
it  is  structured. 

But  if  we  are  compelled  to  make  mcgor  budget  savings  in  the  ag- 
riculture budget,  it  IS  a  lot  more  preferable  than  target  price  cuts, 
there  is  just  no  question  about  it,  and  it  has  the  favorable  option  of 
reducing  supplies  a  bit  and  giving  a  farmer  a  choice  that  he  does 
not  have  right  now  which  may,  to  some  producers,  get  them  out  of 
a  really  tight  situation.  That  is,  it  may  give  some  producers  some 
help  that  they  don't  otherwise  find. 

So  I  would  hope,  in  our  review  of  this  situation,  as  Mr.  English 
said,  that  we  don't  get  so  ideologically  trapped  that  we  don't  nis^be 
find  this  as  a  possible  option  for  producers  in  the  short  term.  That 
is  my  only  point. 

So  in  that  sense  I  kind  of  agree  with  you,  Senator  Boschwitz.  I 
think  we  could  design  something  in  the  short  term.  The  problem  is, 
we  have  got  to  move  right  away.  Otherwise,  it  has  no  budget 
impact,  because  feed  grain  people  need  to  know  within  the  next  30 
davs  if  we  are  going  to  go  ahead  with  sometMng  like  this. 

Mr.  Penny.  If  the  chairman  would  yield,  I  just  want  to  remind 
folks  who  may  not  have  been  here  for  our  hearing  2  days  ago  that 
both  Mr.  Glickman  and  I  questioned  the  Department  extensively 
on  0/92,  and  there  is  a  good  committee  reconl  describing  the  dra- 
matic differences  between  the  intent  and  the  effect  of  a  0/92  and 
the  implications  of  a  decoupling  program,  and  they  are  quite  dis- 
tinct in  many  ways,  largely  because  0/92  is  designed  as  a  supply 
management  effort. 

Decoupling,  that  is  not  its  primary  goal.  Decoupling  is  a  transi- 
tion kind  of  system  that  moves  us  away  from  Government  involve- 
ment in  agriculture  and  would  not  be  effective,  I  don't  think,  until 
this  surplus  is  eliminated,  because  as  long  as  you  have  a  surplus 
that  is  artificially  depressing  prices,  decoupling  would  be  a  very 
distorting  kind  of  a  system  to  implement.  Again,  that  is  just  one  of 
several  distinctions  that  were  drawn  out  in  our  testimony  2  days 
ago,  and  I  would  commend  anyone  to  read  that  record  and  to  better 
understand  the  differences. 

Mr.  GucKMAN.  Thank  you.  Thank  you  both  very  much. 

Mr.  Bruce.  Thank  you,  Mr.  Chairman. 

Senator  Boschwitz.  Thank  you  very  much. 
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Mr.  GucKMAN.  OK.  We  are  going  to  move  ahead,  because  we 
think  we  can  finish  in  an  hour.  Our  next  set  of  witnesses  is  a 
panel:  Mr.  W.D.  Barton,  Junior,  vice  president,  Bonus  Crop  Fertil- 
izer, Inc.,  Bay  City,  Texas — I  think  he  is  representing  the  Fertilizer 
Institute  as  well— and  Mr.  Robbin  Johnson,  vice  president  of  Car- 
gill,  Inc.,  Minneapolis,  Minnesota. 

It  is  a  pleasure  to  have  you  both  here.  You  may  proceed.  I  don't 
think  your  statements  are  too  long.  You  may  read  them,  but  they 
will  be  in  the  record  in  their  entirety.  So  why  don't  you  proceed. 

STATEMENT  OF  W.D.  BARTON,  JR,  VICE  PRESIDENT,  BONUS 
CROP  FERTILIZER,  INC.,  ON  BEHALF  OF  THE  FERTILIZER  IN- 
STITUTE 

Mr.  Barton.  Thank  you,  Mr.  Chairman. 

I  am  Bill  Barton.  I,  along  with  my  family,  am  a  retail  fertilizer 
dealer  in  Bay  City,  Texas.  My  brother  and  I  represent  the  third 
generation  of  the  Barton  family  that  has  been  involved  in  the  fer- 
tilizer industry  in  some  capacity.  My  relatives  on  my  mother's  side 
are  all  farmers.  So  we  are  all  very  interested  in  the  actions  taken 
on  agriculture  policy. 

Our  company.  Bonus  Crop  Fertilizer,  Incorporated,  serves  farm- 
ers and  farm  supply  stores  in  parts  of  Texas  and  Louisiana.  Rice, 
soybeans,  com,  grain  sorghum,  wheat,  pasture,  sugar  cane,  and 
cotton  are  all  being  grown  by  our  customers,  with  rice  and  soy- 
beans being  the  major  crops.  Bonus  Crop  Fertilizer  is  starting  its 
14th  year  in  business  with  my  mother,  father,  brother,  and  myself 
all  actively  involved  in  the  operation. 

Like  others  you  are  hearing  from  today,  the  progrcuns  outlined 
in  the  1985  farm  bill  affect  my  business  and  livelihood.  The  many 
proposals  to  rewrite  the  1985  farm  bill  have  my  customers  confused 
and  upset  with  the  added  uncertainties  of  possible  change.  It  is  a 
full-time  job  for  my  customers,  myself,  and  even  the  local  ASCS 
office  to  keep  up  with  the  latest  wrinkles  in  USDA's  implementa- 
tion of  the  programs. 

Despite  the  complexities  of  the  1985  farm  bill  and  the  frustra- 
tions of  trying  to  keep  up  with  the  programs,  the  results  of  fanning 
the  farm  bill  are  quite  simple.  The  United  States  either  sells  what 
it  produces  or  stores  it.  Both  cost  the  Government  money,  but  only 
one  makes  any  sense  for  the  survival  of  rural  America. 

Gentlemen,  there  is  a  saying,  "If  it  ain't  broke,  don't  fix  it." 
Many  of  the  proposed  changes  in  the  1985  farm  bill  are  trying  to 
fix  what  ain't  broke.  Those  proposals  are  aimed  at  further  manipu- 
lation of  U.S.  production.  The  American  farmer  is  the  most  effi- 
cient producer  of  food  and  fiber  in  the  world.  Our  private  sector 
infrastructure  on  both  the  input  and  processing  sides  of  farming 
are  the  most  cost  effective  anywhere.  These  are  our  strengths,  and 
we  should  use  them,  not  abuse  them. 

What  American  agriculture  needs  is  to  be  competitive  in  the 
marketplace,  and  that  marketplace  is  the  world.  By  supplying  con- 
sistent quality  products  at  competitive  prices,  U.S.  agriculture  can 
recapture  lost  markets  and  establish  new  ones.  As  one  of  my  sales- 
men says,  '1  don't  cut  prices;  I  just  establish  new  markets." 
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My  customers  are  very  grateful  to  be  located  in  an  area  where 
the  farm  bill  has  placed  its  emphasis  and  resources  on  selling,  not 
storing.  In  the  past  month,  I  have  worked  with  a  number  of  our 
farm  customers  on  budgets  and  inputs  for  their  1987  crop.  Many 
have  commented  that  the  1985  farm  bill  kept  them  in  business. 
Others  have  said,  "We  must  be  doing  something  right  because  all 
our  competitors  in  the  world  are  cussing  us.''  Referring  to  the  farm 
bill  and  marketing  loan  in  particular,  others  have  said  it  is  work- 
ing and  doing  what  it  was  set  out  to  do,  move  surpluses. 

Rural  America  has  historically  been  linked  economically  to  farm 
activity,  production,  transportation,  and  processing.  These  are  the 
kejrs  to  our  survival.  The  economic  activity  generated  by  the  cotton 
and  rice  marketing  loan  has  benefited  my  customers,  the  rural 
towns  of  Texas  and  Louisiana,  my  business,  and  the  121  employees 
who  receive  a  paycheck  from  bonus  crop.  If  you  don't  believe  that 
agriculture  is  still  the  backbone  of  the  small  town  economy,  ask 
the  merchants  around  any  courthouse  square  in  any  rural  area. 

I  am  concerned  that  Farm  Program  proposals  are  now  emphasiz- 
ing acreage  reduction  programs  and  down-sizing  of  American  agri- 
culture to  reduce  Commodity  Credit  Corporation  outlays.  My  ques- 
tions today  are:  Have  we  given  up  on  promoting  and  selling  our 
production?  Is  acreage  reduction  the  only  answer  to  record  surplus- 
es and  enormous  Government  outlays?  If  the  answer  is  yes,  we 
have  told  the  world  that  we  are  beaten,  that  we  have  given  up  our 
markets,  and  that  our  only  alternative  is  to  pay  farmers  to  retire. 
Then  get  out  your  welfare  checkbook,  because  I  won't  be  able  to 
give  a  paycheck  to  those  121  employees  so  they  can  support  their 
families.  It  will  change  agribusiness  to  out  of  business. 

Your  challenge  is  big — the  survival  of  American  agriculture,  ag- 
ribusiness, and  rural  communities.  It  may  require  combined  action, 
but  let's  put  as  much  emphasis  on  being  a  reliable,  competitive 
world  marketer  as  we  do  on  acreage  reduction  programs,  paid  land 
diversion,  0/92,  and  conservation  reserves.  Let's  allocate  as  much 
effort  and  money  to  selling  our  products  as  we  do  to  storing  them. 

Thank  you. 

[The  prepared  statement  of  Mr.  Barton  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Penny  [acting  chairman].  Thank  you,  Mr.  Barton. 

We  will  move  on  to  Bobbin  Johnson. 

Robbin,  we  look  forward  to  your  testimony. 

STATEMENT  OF  ROBBIN  S.  JOHNSON,  VICE  PRESIDENT,  CARGILL, 

INC. 

Mr.  Robbin  Johnson.  Congressman  Penny,  let  me  submit  my 
formal  statement  for  the  record  and,  as  a  courtesy  to  the  other  wit- 
nesses, try  and  summarize  it  briefly. 

I  think  that  with  the  current  structure  of  farm  programs,  the 
loan  target  price  set-aside  structure,  we  have  built  a  trap  for  U.S. 
agriculture  that  we  are  unlikely  to  escape  from  without  changing 
the  structure  of  those  farm  programs.  With  the  loan  programs,  we 
are  providing  a  safe  harbor  price  below  which  our  competitors  can 
sell  without  fear  of  U.S.  competition. 


Digitized  by 


Google 


90 

With  the  target  price,  we  have  built  in  a  chronic  tendency  to 
overproduce  here  in  the  United  States.  With  the  set-aside  program, 
we  are  requiring  not  only  marginal  land  but  good  land  to  be  taken 
out  of  production  as  an  attempt  to  offset  that  bias  toward  surplus- 
es. 

With  a  deficiency  payment  program  we  have  capped  farm  in- 
comes because  deficiency  payments  are  reduced  penny  for  penny 
whenever  market  prices  be^n  to  rise. 

Finally,  with  the  set-aside  program  in  general,  we  are  imposing  a 
tax  on  farm  incomes  which  motivates  farmers  to  press  for  higher 
target  prices  to  offset  that  tax,  thereby  completing  the  vicious 
circle  that  builds  in  the  bias  toward  surpluses. 

Decoupling  is  a  concept  that  is  designed  to  deal  directly  with  this 
problem  by  wringing  out  the  bias  toward  surplus  production  that 
exists  in  current  farm  policy.  There  are  at  least  four  elements  of 
decoupling  that  I  think  need  to  be  singled  out  and  described  in  a 
little  detail.  The  first  is  what  I  call  loan  decoupling— in  other 
words,  setting  a  loan  policy  in  the  United  States  that  no  longer 
provides  a  safe  harbor  for  our  foreign  competitors. 

The  second  element  of  decoupling  is  what  I  call  production  de- 
coupling. I  think  this  is  what  most  people  mean  by  the  freedom  to 
plant  or  not  plant  under  farm  programs. 

The  third  element  of  decoupling  and  the  most  important  concept, 
I  think,  to  understand  is  that  of  price  decoupling.  By  that,  one 
means  that  farmers  under  the  decoupling  approach  who  decide  to 
plant  less,  less  intensively,  or  not  at  all,  would  still  be  guaranteed 
the  supplemental  income  payment  regardless  of  whether  market 
prices  remain  depressed  or  recover. 

This  is  important  to  eliminate  the  bias  to  plant  that  exists  under 
current  programs.  It  gives  farmers  the  freedom  to  maximize  their 
income  from  the  marketplace  without  having  to  see  govemmentfd 
program  costs  increase  for  each  additional  dollar  of  farm  income. 

The  final  form  of  decoupling  is  what  might  be  called  income  de- 
coupling. The  notion  is  not  to  do  away  with  farm  programs,  it  is  to 
do  away  with  the  particular  structure  of  delivering  income  support 
to  farmers.  As  the  marketplace  recovers  and  farm  incomes  from 
the  marketplace  recover,  it  should  be  possible  to  phase  down  their 
dependence  on  Government  income  support  gradually  and  accord- 
ing to  a  fixed  schedule. 

Before  talking  about  the  benefits  of  this  kind  of  pure  decoupling 
approach,  let  me  say  a  few  words  about  0/92,  because  that  has 
taken  a  lot  of  attention  of  the  witnesses  before  the  committee;  0/92 
is  not  decoupling.  It  doesn't  eliminate  any  of  the  biases  that  exist 
in  the  current  structure  of  farm  programs  to  overproduce.  It  is, 
pure  and  simple,  a  land  retirement  program. 

Though  some  of  the  suggestions  that  Senator  Boschwitz  made 
would  improve  the  performance  of  that  kind  of  a  program,  I  am 
concerned  that  it  will  perpetuate  the  sense  that  decoupling  lacks 
the  capacity  to  reduce  supplies  when  that  is  precisely  the  most  im- 
portant advantage  of  the  decoupling  approach  to  farm  policy.  So  I 
think  it  is  important,  in  looking  at  decoupling,  that  we  not  confuse 
the  0/92  approach  with  the  notion  of  wringing  out  this  tendency  to 
surplus. 
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Just  to  wrap  up,  I  see  five  mcgor  benefits  of  moving  toward  the 
decoupling  approach  to  the  structure  of  farm  policy.  The  first  and 
most  important  to  emphasize  is,  it  does  maintain  income  support 
for  farmers  at  essentially  the  current  level  of  Government  commit- 
ment. 

Second,  it  eliminates  what  I  have  called  this  safe  harbor  price 
effect  for  our  competitors.  It  t€ikes  away  the  notion  that  they  can 
just  undercut  our  loan  prices  and  t€ike  as  much  business  as  they 
choose  to,  and  I  would  mention  as  an  aside  that  one  of  the  princi- 
pal benefits  of  the  bill  that  you  have  introduced  with  Congressman 
Dorgan  is  just  that;  it  takes  away  the  safe  harbor  price  effect  for 
our  competitors. 

Third,  decoupling  will  provide  a  rapid  market-driven  supply  cor- 
rection. We  will  have  the  opportunity  to  work  surpluses  down  and 
wring  surplus  production  tendencies  out  of  U.S.  agriculture  and 
give  back  to  farmers  and  rural  America  an  upside  potential  to 
their  income. 

Fourth,  I  think  it  is  important  to  recognize  that  decoupling 
would  give  us  a  major  advantage  in  the  GAIT  round  of  trade  nego- 
tiations. It  would  end  the  bias  toward  surpluses  in  U.S.  farm  policy; 
it  would  convince  our  competitors  that  the  United  States  will  not, 
as  we  currently  are,  unilaterally  try  to  rebalance  supply  and 
demand  by  taking  land  out  of  production;  it  would  allow  U.S.  farm- 
ers to  use  their  land  resources  more  efficiently  and  make  U.S.  agri- 
culture more  competitive;  and  it  would  be  a  sustainable  policy  in 
terms  of  cost  to  the  Government.  All  of  those  things  would  give  our 
competitors  incentives  to  come  to  the  bargaining  table  and  negoti- 
ate. 

Finally — and  my  colleague  on  this  panel  addressed  this  issue 
very  well — it  would  provide  rural  America  what  they  need  most, 
and  that  is  a  predictable  basis  for  planning  future  growth  and  ex- 
pansion of  their  businesses. 

In  summary,  the  problem  that  U.S.  agriculture  faces  is  a  bias 
toward  surplus  in  its  current  structure  of  farm  programs,  and  we 
can't  escape  that  bias  by  tinkering  at  the  edges.  Decoupling  is  de- 
signed to  eliminate  that  bias  while  protecting  farm  incomes  and 
enhancing  our  competitiveness,  and  I  hope  that  through  the  hear- 
ing process  and  further  committee  deliberations  a  serious  look  will 
be  given  to  it. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Johnson  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Penny.  Thank  you,  Mr.  Johnson. 

Senator  Boschwitz,  I  think,  holds  the  view  that  decoupling 
should  not  be  adapted  now  as  a  replacement  to  the  1985  farm  bill. 
Would  you  advocate  the  adoption  of  decoupling  at  the  present 
time? 

Mr.  RoBBiN  Johnson.  My  own  view  is  yes,  we  ought  to  adopt  de- 
coupling, and  the  sooner  the  better.  I  think  that  realistically  we 
are  in  an  environment  where  there  is  a  tense  balance  between 
frustration  with  current  farm  programs  and  yet  a  fear  on  the  part 
of  farm  community  and  agribusiness  that  reopening  the  farm  law 
will  be  t€uitamount  to  cutting  benefits. 
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I  think  if  we  can  disengage  these  two  issues,  decide  what  the 
budget  resources  are  that  will  be  available  to  support  agriculture 
in  rural  America,  and  then  say  how  can  we  best  structure  our  farm 
programs  to  deliver  those  benefits  in  the  way  that  will  most  en- 
hance farm  incomes  and  rural  opportunities,  decoupling  would 
come  at  the  top  of  the  list  of  the  options,  not  the  bottom. 

Mr.  Penny.  What  is  your  answer  to  those  who  argue  that  decou- 
pling at  a  time  of  huge  surpluses  in  grain  would  distort  farmers' 
decisions  in  a  way  that  might  cause  problems  for  other  commod- 
ities that  right  now  are  not  in  surplus? 

What  Fm  sajring  is,  you  have  got  such  depressed  prices  due  to 
the  surpluses  in  wheat,  com,  and  feed  grains  that  a  farmer  under  a 
decoupling  system  may  divert  most  of  their  production  into  other 
areas  only  to  cause  problems  where  problems  now  don't  exist. 

Mr.  RoBBiN  Johnson.  I  agree  that  there  is  a  potential  problem  in 
decoupling  for  what  are  ^led  nonprogram  commodities,  and  I 
think  that  if  one  were  to  begin  to  implement  a  decoupling  program 
one  would  probably  have  to  start  not  with  a  totally  free  planting 
decision  environment  but  one  that  had  strong  restrictions  on  the 
capacity  to  move  land  from  program  conunodities  to  nonprogram 
commodities  initially.  In  other  words,  the  first  use  may  well  have 
to  be  not  to  plant  at  all  rather  than  to  plant  nonprogram  crops. 

As  the  transition  payment  or  the  direct  income  support  payment 
phases  down,  it  might  be  possible  to  phase  up  the  percentage  of 
land  not  going  to  program  commodities  that  would  be  eligible  to  go 
to  nonprogram  commodities. 

What  Fm  saying  is,  it  is  a  problem;  I  think  there  is  a  way  of  solv- 
ing it. 

Mr.  Penny.  A  lot  of  this  involves  some  kind  of  formula  that  will 
be  placed  in  our  policy.  Have  you  thought  about  the  formula  you 
would  recommend  for  payments?  How  would  we  decide  who  gets 
how  much? 

Mr.  RoBBiN  Johnson.  Tve  given  some  general  thought  to  it.  I 
don't  have  a  schedule  of  specific  payments. 

Mr.  Penny.  There  are  several  ways  you  can  do  it.  You  can  do  it 
to  the  size  of  the  operation;  you  can  do  it  to  the  financicd  situation. 

Mr.  RoBBiN  Johnson.  I  tlunk  that  it  would  be  inappropriate  and 
bureaucratically  impossible  to  link  it  to  the  financial  circumstances 
of  the  farm  operations.  I  think  realistically  you  have  to  link  the 
payment  schedule  to  the  past  history  of  cropping  practices.  That 
could  be  done  either  on  a  per  acre  basis,  either  flat  payments  per 
acre,  or  some  differential  payment  for  different  kinds  of  crops,  or  it 
could  be  done  on  some  kind  of  gross  sales  measure. 

I  think  there  also  ought  to  be  a  tilt,  if  you  wish,  to  the  schedule. 
In  other  words,  that  farmer,  for  the  first  portion  of  their  eligibility, 
might  get  100  percent  of  the  payment  rate  and  for  subsequent  por- 
tions above  that  get  declining  percentages  of  the  effective  payment 
rate. 

Mr.  Penny.  Eventually  phase  it  out  at  a  certain  size  operation? 

Mr.  RoBBiN  Johnson.  And  at  some  total  payment  level  it  would 
phase  down  to  a  zero  payment  rate. 

Mr.  Penny.  And  over  what  timeframe  would  you  phase  out  these 
payments  entirely? 
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Mr.  RoBBiN  Johnson.  My  approach  would  not  lead  to  a  total 
phase-out.  I  think  Senator  Boschwitz  talked  about  a  program  that 
would  phase  payments  from  100  percent  down  to  50  percent  over  a 
6-year  period  and  then,  in  effect,  take  another  look  at  where  we 
are  and  see  what  the  income  needs  of  rural  America  are  and  what 
the  appropriate  direction  is. 

So  I  say  let's  go  part  of  the  way,  not  all  of  the  way,  and  then 
take  a  look. 

Mr.  Penny.  I  thank  you. 

Mr.  Barton,  in  your  testimony  you  were  a  bit  more  general  in 
your  advocacy  of  what  needs  to  be  done  for  agriculture,  but  I  sense 
a  concern  about  a  further  retrenchment  in  acres  put  into  produc- 
tion because  of  what  that  means  to  all  the  related  industries.  Do 
you  want  to  be  more  specific  in  your  attitude  about  this  decoupling 
idea? 

Mr.  Barton.  I  think  decoupling  is  where  we  need  to  get  to.  Fm 
not  sure  we  can  get  there  from  here  without  some  sort  of  transition 
to  that  point.  Deceupling  is  basically  trying  to  get  us  back  to  some 
sort  of  free  market.  But  from  where  we  are  today  and  agriculture's 
dependency  on  Government  monies,  I  think  you  can't  just  chop 
that  off  and  say  OK,  tomorrow  we  are  in  a  free  market.  You  have 
to  have  some  sort  of  transition — I'll  have  to  agree  with  Mr.  John- 
son— on  phasing  in  or  phasing  out,  depending  on  which  way  you 
are  looking  at  it,  of  that  kind  of  thing. 

Some  of  the  problems  that  really  concern  my  farmers,  the  people 
that  I  talk  to  every  day,  are  the  fact  that,  I've  had  some  of  them 
say  0/92  is  not  the  answer.  Now  they  are  rice  farmers,  and  they 
have  got  a  marketing  loan  to  work  with,  and  they  are  very,  very 
pleased  that  they  have  got  a  marketing  loan  and  are  moving  the 
surpluses. 

But  as  far  as  specific  ways  to  get  to  decoupling,  there  are  prob- 
ably, as  you  said,  many  different  ways.  I  don't  think  we  can  go 
from  where  we  are  now  to  there  in  a  really  short  length  of  time.  I 
think  it  is  going  to  have  to  be  a  transition. 

Mr.  Penny.  You  also  mentioned  the  need  for  more  aggressive  ac- 
tions to  develop  markets.  Personally,  I  agree  with  you  that  there  is 
something  screwy  about  our  policy  when  we  spend  $1  billion  to 
store  grain  and  a  few  million  dollars  to  subsidize  sales  or  subsidize 
transportation  of  food  aid  to  hungry  nations.  As  a  member  of  the 
Hunger  Committee,  I  am  hopeful  that  I  will  have  a  role  to  play  in 
redirecting  our  policy  and  our  priorities. 

Is  your  industry  willing  to  get  more  directly  involved  in  market 
development  on  behalf  of  grain?  Obviously,  if  the  fertilizer  industry 
wants  to  sell  fertilizer  to  farmers  who  plant  a  significant  number 
of  acres,  those  farmers  have  to  have  some  place  to  sell  what  they 
grow. 

What  is  your  industry  doing  now  to  help  develop  those  markets, 
and  what  more  do  you  think  you  could  do,  and  what  kind  of  fi- 
nances do  you  think  your  industry  would  put  toward  that  market 
development  effort? 

Mr.  Barton.  Our  industry  right  now  is  trying  to  survive. 

Mr.  Penny.  So  are  our  farmers. 
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Mr.  Barton.  So  are  the  farmers,  I  agree;  and  without  the  farm- 
ers we  don't  survive.  So  we  are  very  much  in  favor  of  the  farmer 
surviving;  he  is  our  only  customer. 

I  can't  speak  for  an  mdustry.  As  far  as  myself  and  my  company 
£u*e  concerned,  we  are  very  active  in  supporting  all  the  researcn 
with  Texas  A&M  University,  LSU;  we  participate  in  all  their  pro- 
grams, help  disseminate  all  the  information;  that  is  part  of  the 
services  we  provide  to  our  customers. 

As  far  as  an  industry  as  a  whole,  I  know  that  some  of  our  mcgor 
companies,  those  that  have  not  gone  bankrupt  or  been  bought  by 
somebody  else  here  in  the  last  2  or  3  months,  have  quite  extensive 
programs  going  where  they  are  communicating  with  the  commodi- 
ty groups  to  find  out  what  type  things  can  be  done  to  help  these 
people. 

Tnere  are  compemies  working  with  the  Rice  Council,  which  I  am 
familiar  with,  to  develop  and  help  promote  their  products.  When 
you  get  outside  of  the  area  that  we  are  involved  in,  I  really  am  not 
qualified  to  talk  on  that. 

Mr.  Penny.  I  don't  have  any  further  questions  right  now.  I  may 
have  a  couple  more  before  this  panel  leaves,  but  I  will  yield  to  Mr. 
Glickman. 

Mr.  GucKBiiAN.  First  of  all,  I  appreciate  both  of  you  gentlemen 
testifying. 

Mr.  Barton,  did  you  take  any  position  on  the  0/92  approach  in 
your  stetement? 

Mr.  Barton.  My  last  paragraph — and  I  know  you  had  to  leave 
the  room,  and  I  will  just  reread  it  for  you. 

Mr.  Guckman.  We  have  it  here;  you  don't  have  to  reread  it. 

Mr.  Barton.  Well,  you  don't  have  the  one  I  said. 

Mr.  GucKBiAN.  All  right. 

Mr.  Barton.  The  survival  of  American  agriculture,  agribusiness, 
and  rural  communities  may  require  combined  action,  but  let's  put 
the  same  emphasis  on  being  a  reliable,  competitive  world  marketer 
as  we  do  on  acreage  reduction  programs,  paid  land  diversion,  0/92, 
and  conservation  reserves.  Let's  allocate  as  much  effort  and  money 
to  selling  our  products  as  we  do  to  storing  them. 

Mr.  GucKBiAN.  So  what  is  the  answer  to  my  question? 

Mr.  Barton.  So  the  answer  to  your  question  is,  we  realize  we 
can't  have  fence-row  to  fence-row  today;  we're  not  even  asking  for 
that.  Some  level  of  acreage  reduction  is  required;  0/92,  by  itself, 
without  all  the  other  options  that  are  availaole  we  have  no  objec- 
tion to,  but  when  you  put  it  on  top  of  the  things  that  we  already 
have  in  force  today,  you  are  creatmg  a  little  more  confusion,  you 
are  creating  another  alternative  that  the  farmer  has  truly,  but  you 
are  also  confusing  him  a  little  bit  more. 

The  farmers  that  I  deal  with — and  mainly  this  is  in  the  rice 
area — rice  and  soybeans — they  are  not  at  all  in  favor  of  0/92,  be- 
cause it  won't  helpthem. 

Mr.  Guckman.  They  wouldn't  have  to  use  it. 

Mr.  Barton.  Right. 

Mr.  Guckman.  You  know,  there  is  this  old  expression,  "The  per- 
fect is  the  enemy  of  the  good."  You  telk  about  something  that  af- 
flicts American  agriculture  like  I've  never  seen  before.  Of  course, 
we  have  a  problem  of  finding  what  the  good  is  as  well  as  the  per- 
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feet.  But  I  don't  want  to  get  hung  up  on  something  just  because  it 
ain't  perfect,  because  what  we  have  got  right  now  ain't  perfect 
either. 

I  want  to  go  back  for  a  moment.  Mr.  Johnson,  in  your  statement, 
you  talk  about  the  0/92  proposal.  You  say,  first,  the  farmer  gives 
up  8  percent  of  his  payment  for  not  planting  program  crops  rather 
than  planting  them.  This  leaves  the  svstem  tilted  in  favor  of  the 
farmer  who  is  piling  up  more  unwanted  surpluses. 

Now  the  reason  for  that  is,  we  don't  want  to  create  such  an  enor- 
mous incentive  to  go  into  this  program,  0/120,  so  to  speak,  or 
1/110,  that  you  would  have  a  100  percent  Und  diversion  program 
in  thiis  country,  because  then  the  fertilizer  people  would  all  be  out 
of  business  overnight.  That's  the  reason  why  we  have  kind  of  pro- 
vided a  little  bit  of  disincentive  to  go  into. 

However,  I  think  any  0/92  program  would  have  to  provide  a 
cushion  if  the  market  price  went  up.  Otherwise,  I  wouldn't  recom- 
mend anybody  going  to  it;  neither  would  any  banker.  So  let's 
assume  for  a  moment  we  provide  that  cushion.  Let's  say  we  provide 
him  basically  whatever  his  deficiency  payment  would  have  been  if 
he  would  have  been  in  the  program  as  that  protection.  So  if  we 
have  that,  and  if  we  take  care  of  some  of  the  other  technical  prob- 
lems that  have  been  brought  before  you,  and  assuming  that  we 
can't  adopt  a  decoupling  proposal  tomorrow— it's  not  going  to 
happen,  at  least  not  in  the  immediate  future— tell  me  now  you 
would  structure  a  0/92  program  to  make  it  better.  What  other 
things  do  you  think  we  ought  to  be  doing  along  with  that? 

Mr.  Bobbin  Johnson.  That  was  not  the  end  of  your  question  that 
I  expected. 

First,  0/92  is  a  paid  diversion  program,  and  some  of  the  things 
that  Senator  Boschwitz  mentioned  make  it  a  better  paid  diversion 
program.  Paid  diversion  of  this  sort,  of  a  voluntary  sort,  is  better 
than  set-aside  because  it  tends  to  take  out  land  in  the  high  cost  of 
production  areas  and  more  marginal  areas.  So  that  is  an  improve- 
ment. 

But  if  we  are  interested  in  moving  closer  to  the  concept  of  decou- 
pling, then  I  think  we  have  to  look  at  the  incentives  that  exist  in 
current  programs  to  overproduce. 

I  would  be  interested  in  seeing  an  experiment  run  on  eliminating 
the  loan  and  using  this  pilot  futures  project  as  an  alternative  way 
of  providing  income  support,  and  I  believe  in  the  1985  Food  Securi- 
ty Act  direction  that  some  kind  of  a  pilot  of  that  sort  be  attempted 
to  see  if  one  can  use  futures  and  options  tools  rather  than  a  loan 
program. 

Mr.  GucKBdAN.  Here  is  what  I  am  getting  more  at,  though.  I 
think  that  one  could  make  an  argument  that  if  we  went  0/92,  even 
as  a  voluntary  program — and,  by  the  way,  the  numbers  do  indicate 
that  if  we  had  it  for  1987  and  1988  in  feed  grains,  we  would  save 
about  $400  million.  We  may  have  to  go  down  that  road  if  we  are 
under  the  budget  crunch. 

I  don't  want  to  be  sending  any  signals  to  the  rest  of  the  world 
that  if  we  go  0/92  and  then  don't  redouble  our  efforts  on  the  export 
market  side,  they  may  ^et  some  grandiose  idea  that,  ''There  the 
Americans  go  again"  with  some  form  of  land  reduction  scheme. 
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For  example,  if  we  were  to  save  $400  million  from  0/92  in  fiscal 
year  1988,  should  we  dedicate  that  savings  to  deficit  reduction,  or 
should  we  use  it  to  expand  exports,  either  an  export  enhancement 
program  or  perhaps  a  generic  certificate-related  program,  or  do 
that  anyway,  regai^ess  of  what  we  are  doing? 

Mr.  Bobbin  Johnson.  I  would  prefer  to  use  the  savings  to  expand 
the  demand  base. 

First  off,  let's  recognize  that  we  still  sell  two-thirds  or  more  of 
our  crops  domestically.  So  I  would  prefer  a  domestic  price  incentive 
to  an  export  price  incentive  so  that  we  can  stimulate  the  demand 
base  in  feecUng,  for  example,  so  that  we  can  help  keep  UJS.  process- 
ing industries  competitive  with  foreign  processing  industries  and 
the  like. 

That  points  me  in  the  direction  of  a  generic  certificates  program: 
Expand  the  supply  of  certificates,  encourage  the  Department  to  ad- 
minister the  Posted  County  Price  System  in  wheat  and  soybeans  in 
a  manner  similar  to  what  they  have  done  with  com  to  manage  the 
movement  of  grain  out  of  areas  where  surplus  is  pressing  against 
storage. 

The  effect  of  that,  in  my  judgment,  would  be  to  achieve  more  ad- 
vantages than  the  marketing  loan  would  offer  you  at  less  cost  than 
the  marketing  loan  would  offer  you.  It  creates  more  price  uncer- 
tainty on  the  part  of  our  foreign  competitors  and  will  have,  I  think, 
a  more  salutary  effect  on  their  future  planting  decisions.  It  can  be 
done  immediately.  For  example,  in  the  case  of  soybeans  it  may  be 
important  to  look  at  doing  that  in  the  next  few  weeks  and  months 
because  the  Southern  Hemisphere  crop  is  going  to  be  priced  over 
the  next  5 

Mr.  GucKMAN.  So  Tm  doing  what  immediately?  I  want  to  get 
this  clarified,  exactly  what  you  would  do  on  the  export  side. 

Mr.  Bobbin  Johnson.  I  would  encourage  the  Department  of  Agri- 
culture to  indicate  in  their  administration  of  the  generic  certifi- 
cates program  and  the  farmer's  option  to  redeem  his  own  grain 
under  loan  that  they  will  follow  market  prices  in  soybeans  and 
wheat  similar  to  the  policy  that  they  put  in  place  in  com  prior  to 
the  com  harvest  last  year,  and  then,  to  make  sure  that  one  doesn't 
end  up  with  this  redemption  creating  cross-commodity  competition, 
expand  the  supply  of  generic  certificates  available  to  the  market- 

i^lace,  so  that  you  can  price  all  of  those  commodities  competitively, 
t  provides  essentially  100  percent  income  protection  to  the  farmer 
in  the  process,  because  the  certificate  value  covers  the  amount  of 
the  price  reduction  below  the  loan. 

Mr.  GucKMAN.  Can  they  do  that  now? 

Mr.  Bobbin  Johnson.  They  could. 

Mr.  GucKMAN.  Without  statutory 

Mr.  Bobbin  Johnson.  They  would  not  need  statutory  authority. 

Mr.  GucKMAN.  What  are  we  talking  about  in  terms  of  cost  to  the 
Treasury  to  do  that? 

Mr.  Bobbin  Johnson.  There  is  a  lot  of  controversy  about  the  cost 
of  the  certificates  program,  and  there  are  a  number  of  people  in 
this  country  who  believe  that  certificates  cost  more  than  cash  pay- 
ment of  benefits. 

I  think  that  if  we  could  find  a  way  of  forcing  people  to  look 
closer  at  the  savings  that  certificates  generate,  we  would  find  that 
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they  are  not  a  costly  program,  that  they  are  a  very  cost-effective 
program. 

For  example,  the  PIK  and  roll  activity  that  took  place  in  com 
made  the  largest  contribution  to  solving  the  storage  problem  last 
fall.  Had  we  not  had  certificates  and  had  the  Government  had  to 
pay  the  cash  costs  of  reconcentrating  defaulted  com  loans  out  of 
the  upper  Midwest  and  into  storage  available  £u*eas  like  the  South- 
east, the  cost  per  bushel  could  have  been  75  cents. 

Mr.  GucKBiAN.  Let  me  ask  you  something.  The  rumors  in  my 
country  are  rampemt.  That  may  be  true,  but  it  made  compemies 
like  Cargill  an  awful  lot  of  money  in  the  process.  How  do  you  re- 
spond to  that? 

Mr.  Bobbin  Johnson.  We  will  have  an  opportunity  to  respond  in 
great  detail  because,  as  you  know,  the  General  Accounting  Office 
has  a  studv  looking  at  just  that  issue. 

I  haven  t  run  all  of  the  numbers,  but  I  have  been  told  by  the 
people  who  are  involved  within  my  company  in  the  generic  certifi- 
cates program  that  we  will  find  that  the  certificate  program  is  not 
in  any  way  a  windfall  to  the  trading  companies.  We  are  making  a 
market  in  certificates  at  about  a  2  percent  spread,  and  that  essen- 
tially covers  the  cost  of  accounting  and  document  controls  and  all 
of  that,  and  overall  the  program  is  going  to  be  pretty  much  in  line 
with  traditional  grain  merchandising  margins. 

Mr.  GucKMAN.  Well,  we  are  going  to  have  a  hecuring  on  the  cer- 
tificate program  some  time  at  the  end  of  this  month  or  early  next 
month,  and  we  are  going  to  be  looking  at  the  GAO  report.  As  part 
of  that,  we  are  going  to  be  looking  at  the  issue  that  I  just  raiised, 
whether  certain  companies  have  used  the  system  or  not— try  to  get 
the  facts  out  on  the  record. 

Mr.  RoBBiN  Johnson.  Could  I  make  one  suggestion? 

Mr.  GucKMAN.  Sure. 

Mr.  RoBBiN  Johnson.  That  perhaps  in  advance  of  that  report 
and  those  hearings  you  might  encourage  the  General  Accounting 
Office  to  take  a  look  at  some  of  the  issues  that  I  mentioned,  par- 
ticularly this  reconcentration  issue  and  what  the  cost  would  have 
been  to  the  Government  if  the  certificate  program  had  not  been 
there;  similarly,  what  the  savings  to  the  Government  have  been  be- 
cause certificates  have  stimulated  additional  demand. 

We  £u*e  going  to  see  com  feeding  about  200  to  300  million  bushels 
higher  than  estimates  several  months  ago.  We  are  getting  export 
markets  back.  I  would  guess  that  the  certificate  program,  directty 
or  indirectly,  will  account  for  300  or  400  million  bi^els  of  addi- 
tional utilization  beyond  what  would  have  been  generated  had  we 
had  the  loan  as  an  absolute  floor. 

Mr.  GucKMAN.  But  this,  what  you  just  talked  about,  not  what 
the  GAO  is  talking  about  but  the  whole  concept  of  the  generic  cer- 
tificate program,  is  not  necessarily  inconsistent  with  the  0/92  Pro- 
gram on  a  pilot  basis  for  1  year. 

Mr.  RoBBiN  Johnson.  No.  In  fact,  I  would  argue  that  it  is  a  com- 
plement to  it.  The  more  you  expand  land  retirement  programs  to 
short  the  free  market,  the  more  you  have  to  look  at  ways  like  ge- 
neric certificates  to  recycle  Government  stocks  back  into  the  free 
market  so  that  we  don't  lose  opportunities  to  build  demand. 

Mr.  GucKMAN.  Thank  you. 
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Mr.  Penny.  I  have  to  run  to  a  luncheon  and  will  be  back  in 
about  an  hour  or  so.  I  just  want  to  thank  again  these  pemelists  and 
look  forward  to  the  others  who  are  going  to  be  with  us  throughout 
the  day.  I  think  it  is  very  helpful  to  have  this  broad  spectrum  of 
agriculture  industry  folks  and  farm  organizations  testifying  on  the 
decoupling  issue. 

With  that,  I  will  allow  Mr.  Volkmer  to  take  his  time,  and  I  will 
turn  the  chair  back  to  Mr.  Glickman. 

Mr.  Volkmer.  Very  briefly,  because  our  time  ran  out  when  Sena- 
tor Boschwitz  was  here.  I  have  very  serious  misgivings  with  the 
Boschwitz-Boren  program,  and  I  think  you  all  share  those  concerns. 
I  don't  think  the  decoupling  under  his  concept  is  really  an  option 
to  us,  because  I  think  it  has  serious  faults.  But  I  don't  share  with 
those  who  feel  that  the  farm  bill  and  the  Farm  Program  is  working 
greatly. 

Mr.  RoBBiN  Johnson.  I'm  sorry  that  you  missed  my  statement. 

Mr.  Volkmer.  I  read  your  statement. 

Mr.  RoBBiN  Johnson.  Thank  you. 

I  was  simply  going  to  say  that  if  we  could  separate  out  the 
budget  issue  from  the  question  of  how  to  get  agriculture  back  on  its 
feet  so  that  the  question  becomes,  how  can  we  most  effectively 
spend  what  the  public  is  prepared  to  spend  to  help  agriculture? 
that  the  decoupling  approach  offers  more  benefits  and  fewer  costs 
than  the  current  farm  bill  structure. 

Mr.  Volkmer.  More  benefits  to  the  farmer? 

Mr.  RoBBiN  Johnson.  Yes,  precisely,  more  benefits  to  the  farmer. 
It  is  the  only  likely  approach  that  promises  to  work,  not  only  work 
the  current  surpluses  down  but  wring  the  bias  towards  surplus  pro- 
duction out  of  the  structure  of  current  farm  programs. 

In  1983,  we  took  80  million  acres  of  production,  disposed  of  the 
surplus,  but  we  are  within  2  years  right  back  in  the  same  dilenmia 
because  of  the  structure  of  the  Farm  Program. 

Mr.  Volkmer.  I  agree  that  the  present  structure  encourages  pro- 
duction, and  I  agree  that  the  Boschwitz-Boren  program  would  dis- 
courage production;  I  won't  deny  that.  It  depends  on  the  range  of 
pa3rments  that  you  would  make  under  decoupling  whether  it  would 
work.  From  what  I  have  seen  of  what  has  been  proposed  so  far, 
that  range  of  pa3rments,  to  me,  is  not  sufficient. 

Is  that  what  you  mean,  too — if  you  move  the  budget  out  of  the 
way? 

Mr.  RoBBiN  Johnson.  No.  What  I  am  saying  that  if,  for  example, 
one  were  committed  to  spending  $22  billion  next  year  on  farm  pro- 
grams, the  $22  billion  spent  through  the  decoupling  structure 
would  produce  higher  incomes  and  a  stronger  rural  economy  than 
spending  that  same  $22  billion  through  the  existing  structure  of 
farm  policy. 

Mr.  Volkmer.  I  will  have  to  examine  that.  I  haven't  looked  at 
from  that  aspect.  I  will  have  to  examine  that. 

Mr.  Robbin  Johnson.  Just  as  one  example,  I  think  we  spend 
about  $8  billion  on  net  loan  defaults  under  the  current  structure  of 
farm  programs  providing  limited  income  benefits  to  U.S.  farmers 
but  a  safe  harbor  for  our  competitors  to  underprice  us. 

If  you  took  all  of  that  money  and  spent  it  on  direct  income  sup- 
port payments,  we  would  eliminate  the  benefit  that  we  are  giving 
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farm  producers  and  we  would  increase  what  we  pay  directly  to 
farmers  to  supplement  their  incomes  by  that  factor.  It's  nearly  a 
half  of  the  cost  of  the  programs  now. 

Mr.  GucKMAN.  Would  the  gentleman  yield  for  a  moment? 

Mr.  VoLKMER.  Yes. 

Mr.  GucKMAN.  Mr.  Penny  and  Mr.  Dorgan  have  a  bill  that  basi- 
cally is  kind  of  a  straight  pajrment  per  bushels.  I  don't  even  know 
if  they  do  away  with  the  loan,  but  I  think  so.  Just  a  straight  pay- 
ment on  X  number  of  bushels.  It  is  a  high  pa3rment.  Is  that  kind  of 
what  you  are  talking  about? 

Mr.  RoBBiN  Johnson.  The  Penny-Dorgan  bill,  I  think,  has  a  lot 
of  good  features  to  it.  One  is  that  it  eliminates  the  loan.  It  sa3rs  we 
can  run  farm  programs  without  a  loan,  and  I  think  that  would  be  a 
great  improvement.  It  also  caps  the  amount  of  land  that  the 
United  States  is  going  to  take  out  of  production.  It  has  a  20  percent 
maximiun  acreage  production  percentage  to  qualify  for  program 
benefits.  I  think  that  cap  is  probably  too  high  over  time,  but  it 
might  be  a  useful  place  to  start. 

I  haven't  priced  out  how  much  that  program  would  cost.  I  think 
the  biggest  remaining  problem  with  it  is  that  it  is  an  enormous  in- 
centive to  produce.  If  your  farm  is  large  enough  to  get  the  maxi- 
mum pajrment  in  wheat  or  corn,  you  are  likely  to  get  somewhere 
between  $50,000  and  $75,000  extra  incentive  over  what  the  market 
would  provide  to  produce  for  a  lot  of  farmers.  That  tends  to  mean 
we  will  stay  with  a  heavy  supply  situation. 

Mr.  GucKMAN.  If  I  may  just  ask  one  more  question  along  these 
lines,  what  if,  instead  of  that,  you  had  a  high  target  price  or  a  high 
pajrment  for  what  we  estimated  domestic  production  would  be  in 
this  country  and  you  kind  of  allocated  that  out  however  you  do 
that,  and  then  no  payment  over  and  above  that,  so,  h3rpothetically. 
Farmer  X  grew  20,000  bushels  of  wheat;  we  find  out  that  we  only 
use  half  of  that  domestically,  and  we  provide  that  farmer  a  pay- 
ment of  10,000  bushels  at  $6  a  bushel,  and  that's  it?  It's  a  kind  of 
corollary  of  the  Penny-Dorgan  approach. 

Mr.  RoBBiN  Johnson.  Conceptually,  it  really  is  the  same  thing. 
You  end  up  with  farmers  looking  at  a  blended  price. 

Mr.  GucKMAN.  They  would  produce  over  and  above  that  up  to 
the  point  that  it  would  be  economically  productive  for  them  to  do. 

Mr.  RoBBiN  Johnson.  That's  right. 

I  think  the  risk  in  that  is,  again,  that  you  would  tend  to  perpet- 
uate the  incentive  to  overproduce.  If  I  could  make  one  simple 
change  in  the  Penny-Dorgan  bill,  I  would  take  those  payment  rates 
and  then  decouple  them,  so  you  get  it  whether  or  not  you  produce. 

Mr.  Barton.  Gentlemen,  there  is  a  lot  of  talk  about  incentives  to 
produce.  I  would  just  like  to  give  you  a  couple  of  instances  under 
the  marketing  loan  in  rice.  These  numbers  come  from  the  agricul- 
ture economy  department  of  Texas  A&M.  In  the  United  States  in 
1982,  17  percent  of  the  base  acres  were  not  harvested  in  rice.  They 
do  everything  in  harvested  acres,  not  planted  acres. 

In  the  PIK  year  1983,  45  percent  of  those  acres  were  not  harvest- 
ed. Now  we  have  a  marketing  loan.  The  number  last  year  was  45 
percent.  We  have  the  same  number  of  acres  idle  as  we  did  during 
the  PIK  year  even  with  a  marketing  loan. 
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I  thought  that  might  be  interesting  because  everybody  talks 
about  it  as  an  incentive  to  produce,  but  it  doesn't  seem  to  be  doing 
that  in  this  particular  instance.  Just  a  point  for  thought. 

Mr.  VoLKMER.  The  question  is,  will  we  have  the  same  number  of 
lands  idle  in  rice  this  year?  That's  my  question. 

Mr.  Barton.  All  the  economists  that  I  have  talked  to  estimate 
yes,  sir,  it  will  be  within  a  percentage,  and  it  looks  like  that  is  the 
way,  just  from  the  counties  that  we  are  doing  business  in,  in  some 
counties  it  will  actually  be  down,  in  other  counties  it  will  be  up  a 
little  bit,  but  it  is  going  to  come  out  just  about  the  same. 

Mr.  VoLKMER.  Overall,  it  is  going  to  remain  the  same. 

Mr.  Barton.  Yes,  sir. 

Mr.  VoLKMER.  So  there  is  the  question  whether  it  does  give  more 
incentive  to  produce. 

Mr.  Barton.  Yes,  sir. 

Mr.  GucKMAN.  What  if  we  were  stuck  with  the  $50,000  payment 
limitation,  it  was  a  flat  cap,  and  the  marketing  loan  payments 
were  included  within  that  $50,000?  Then  what  would  happen? 

Mr.  Barton.  Well,  you  would  put  a  lot  of  rice  farmers  out  of 
business,  and  you  wouldn't  have  much  rice  production.  Basically, 
you  would  put  the  rice  farmer  out  of  business.  His  cost  of  produc- 
tion is  so  high  in  relation  to  Thailand — it  is  about  105  percent  of 
Thailand's — that  for  him  to  operate  in  a  world  market  situation  he 
has  to  have  some  sort  of  help — i.e.,  a  marketing  loan. 

Mr.  VoLKMER.  In  other  words,  he  couldn't  compete  with  Thailand 
on  a  straight  free  market  system. 

Mr.  Barton.  Today  he  couldn't;  no,  sir.  Thailand  basically  treats 
rice  as  a  natural  resource. 

Mr.  VoLKMER.  Right. 

Mr.  Barton.  They  value  it  at  whatever  they  feel  they  have  to  to 
turn  it  into  hard  currencies.  When  you  are  dealing  with  a  situation 
like  that,  it  is  awfully  hard  to  compete. 

Mr.  GucKBiAN.  Thank  you  both  very  much  for  testifying. 

Mr.  Barton.  Thank  you. 

Mr.  RoBBiN  Johnson.  Thank  you. 

Mr.  GucKMAN.  The  next  two  witnesses  are  a  panel:  Mr.  Larry 
Johnson,  vice  president.  National  Com  Growers;  and  Mr.  Giandler 
Keys,  manager  of  congressional  relations.  National  Cattlemen's  As- 
sociation. 

Why  don't  you  gentlemen  go  ahead  and  proceed.  I  think  we  will 
start  with  Mr.  Johnson  and  then  Mr.  Keys.  That  is  the  way  we 
have  you  listed.  Both  of  your  statements  are  fairly  short.  You  can 
either  read  them  or  summarize  them,  because  they  will  appear  in 
the  record  in  their  entirety.  We  thank  you  for  coming. 

STATEMENT  OF  LARRY  JOHNSON,  VICE  PRESIDENT,  GOVERN- 
MENT  RELATIONS  COMMITTEE,  NATIONAL  CORN  GROWERS  AS- 
SOCIATION 

Mr.  Larry  Johnson.  Thank  you,  Mr.  Chairman. 

I  expect  to  read  most  of  it  and  occasionally  deviate  from  it. 

I  am  Larry  Johnson,  vice  president  of  the  Government  Relations 
Committee  of  the  National  Com  Growers  and  a  com  grower  and 
farmer  from  Cologne,  Minnesota.  We  appreciate  the  chance  to  be 
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here  and  would  like  to  remind  you  that  we  were  here  along  with 
beans,  wheat,  rice,  sunflowers,  and  cotton  on  October  2,  1986,  testi- 
fying before  the  full  House  Agriculture  Committee  in  support  of 
the  marketing  loan.  That  is  on  the  record,  and  I  have  a  copy  here, 
but  as  it  is  on  the  record  I  will  not  resubmit  it. 

First  let  me  note  that  the  National  Com  Growers  do  not  want 
the  Food  Security  Act  of  1985  reopened  at  this  time.  As  of  today, 
the  1985  farm  bill  has  been  in  place  for  com  for  194  days,  or  less 
than  7  months.  This  is  hardly  adequate  time  to  judge  the  effective- 
ness of  the  farm  bill  that  took  18  months  to  construct  and  have 
signed  into  law.  The  NCGA  recognizes  some  shortcomings  in  the 
farm  bill,  but  we  believe  that  they  can  be  improved  upon  or  cor- 
rected with  the  help  of  this  subcommittee  and  Congress. 

One  of  the  problems  we  have  with  this  current  farm  bill  is  the 
amount  of  paperwork  required,  the  bureaucracy  involved,  the  time 
a  farmer  spent  at  the  local  committee  offices,  farmers  standing  in 
line  oftentimes  spending  as  much  time  there  as  they  would  to  be 
putting  the  crop  in  on  the  set-aside  acres.  We  feel  that  the  decou- 
pling proposal  and  other  proposals  attempting  to  tinker  with  this 
farm  bill  would  only  increase  that  paperwork  and  increase  the 
frustration  out  there. 

The  National  Com  Growers  have  and  continue  to  support  the  im- 
plementation of  a  marketing  loan  for  feed  grains.  It  is  our  belief 
that  this  is  the  only  tool  that  can  make  American  agriculture  truly 
competitive  while  protecting  the  farm  income,  reducing  our  bur- 
densome supply  of  stocks,  rejuvenating  the  rural  infrastructure, 
and  providing  an  orderly  transition  of  the  com  industry  some  sig- 
nificant Government  reliance  to  market  orientation.  Tliese  goals, 
often  discussed  in  context  with  decoupling,  0/92,  or  even  supply 
control,  have  in  large  part  occurred  in  rice  and  cotton  through  the 
use  of  the  marketing  loan. 

I  would  like  to  record  that  the  United  States  share  of  the  feed 
grain  exports  has  gone  from  72  percent  of  the  world  market  in  1980 
to  45  percent  today.  As  each  of  you  know,  we  have  expressed  a 
number  of  concerns  regarding  the  0/92  Farm  Program  options  that 
the  full  Agriculture  Committee  discussed  on  March  10. 

Similarly,  the  National  Com  Growers  have  concerns  with  the  de- 
coupling option  being  reviewed  today  and  does  not  support  its  im- 
plementation at  this  time.  Some  of  the  concerns  that  we  have  in- 
clude that  it  would  reopen  the  1985  farm  bill.  We  don't  feel  that  is 
nece^ary.  It  would  only  contribute  to  the  confusion,  frustration, 
and  insecurity  of  com  farmers.  We  have  a  very  difficult  time 
trying  to  contmue  our  operation  and  plans  for  the  coming  year. 

When  some  of  my  neighbors  knew  I  was  coming  to  Washington, 
they  said,  ''Find  out  what  is  going  to  happen  on  0/92;  find  out  on 
all  these  things.''  They  don't  know  how  to  plan  for  the  coming 
year.  There  is  a  lot  of  frustration,  and  it  is  interfering  with  the  effi- 
ciency of  our  com  production.  There  is  no  predictability.  We  don't 
know  what  is  going  to  come  down  on  us  next,  and  our  local  ASCS 
offices  do  not  either. 

During  the  transition  phase,  we  get  back  to  the  impact  on  rural 
communities.  We  are  concerned  about  increased  set-aside  acres.  We 
are  concerned  about  giving  away  our  production,  our  agriculture, 
to  the  rest  of  the  world.  This  is  a  problem,  and  it  would  take  more 
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rules  to  implement  the  impact  on  tenants  and  renters.  We  don't 
need  more  rules  and  more  paperwork. 

Clearly,  the  destabilizing  impact  on  nonprogram  crops  and  pro- 
ducers could  be  a  problem  unless  we  had  exemptions  written  into 
it.  Government  payments  could  mean  a  problem.  We  wonder  how 
effective  this  would  be  and  for  what  purposes  it  will  be  implement- 
ed, because  the  payment  limitations  effectively  eliminate  participa- 
tion by  a  good  number  of  our  farmers. 

Simply  removing  the  U.S.  Government  from  an  active  role  in 
American  agriculture  does  nothing  to  resolve  the  difficulties  we  are 
currently  experiencing  with  numerous  tariff  and  nontariff  trade 
barriers  throughout  the  world.  I  would  only  have  to  point  out  the 
most  recent  events  in  European  enlargement  with  Spain  and  Por- 
tugal and  the  Canadian  countervailing  duties  against  the  United 
States  to  make  us  all  realize  that  we  have  a  much  greater  problem 
out  here  in  the  big  picture  of  agriculture  without  worrying  about 
tinkering  with  minor  parts  of  the  farm  bill. 

It  was  probably  stated  best  by  John  Crystal  who  was  recently 
named  Iowa  Farm  Leader  of  the  Year  when  he  said — ^and  I  quote — 
in  an  edition  of  Ag  Week  magazine  that,  ''Decoupling  means  farm- 
ers will  have  to  learn  how  to  make  trinkets  and  do  ethnic  dances, 
because  life  in  the  country  will  be  like  living  on  a  reservation.'' 
That  may  be  overstating  it,  but  we  will  have  to  have  more  time  on 
our  hands  just  to  comply  with  all  the  frustrations  and  paperwork 
in  our  local  offices. 

We  have  the  problem  that  this  farm  bill  discussion  now  is  being 
much  too  narrow  in  focus.  We  are  looking  at  the  particulars  of  it 
without  addressing  some  of  the  problems  that  we  are  facing.  We 
need  consistency;  we  need  an  objective;  we  don't  have  an  objective 
in  the  agriculture  program  right  now.  Are  we  going  to  address  pro- 
duction or  the  structure  of  agriculture? 

Finally,  what  is  really  driving  this  debate?  Is  it  driven  by  the 
budget?  ijf  that  is  the  case,  I  really  resent  it.  Even  though  we  as  an 
organization  are  in  support  of  fiscal  responsibility,  I  would  point 
out  to  you  that  27  percent  of  the  current  budget  is  for  national  de- 
fense, entitlements  are  41  percent,  interest  is  14  percent  as  of  1985, 
and  that  only  leaves  19  percent,  of  which  agriculture  is  a  small 
part,  to  try  to  balance  the  budget.  In  1955,  the  agriculture  budget 
made  up  5  percent  of  the  total  governmental  budget.  In  1986,  31 
years  later,  it  is  2.6  percent  of  the  total  budget.  I  think  those  num- 
bers should  stand  out  and  emphasize  the  point  that  we  have  paid 
our  price.  We  have  given  up  half  of  our  percentage  of  the  national 
budget  in  agriculture,  and  to  have  budgets  drive  the  program  of 
support  for  rural  America,  I  think,  is  unjust. 

Thank  you.  I  appreciate  the  chance  to  be  here. 

[The  prepared  statement  of  Mr.  Johnson  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  GucKMAN.  Thank  you  very  much,  Mr.  Johnson. 

Mr.  Keys. 
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STATEMENT  OF  CHANDLER  KEYS,  MANAGER,  CONGRESSIONAL 
RELATIONS,  NATIONAL  CATTLEMEN'S  ASSOCIATION 

Mr.  Keys.  Yes,  Mr.  Chairman.  Thank  you  for  this  opportunity  to 
testify  before  your  subcommittee. 

Of  course,  my  name  is  Chandler  Keys,  and  I  represent  the  Na- 
tional Cattlemen's  Association.  Today  I  will  discuss  NCA's  views 
regarding  the  farm  policy  concept  called,  for  lack  of  a  better  word, 
decoupling. 

To  begin  with,  NCA  is  opposed  to  opening  or  revising  the  1985 
Food  Security  Act.  The  cattle  industry  relies  on  predictability  and 
consistencv  to  forecast  supply  and  demand  forces,  and  any  uncer- 
tainty could  cause  profit  loss. 

The  concept  of  decoupling  has  already  caused  confusion  here  in 
Washington.  With  the  talk,  of  0/92,  Boschwitz-Boren,  and  paid  di- 
version, no  one  seems  to  be  able  to  accurately  define  what  they 
mean  by  decoupling.  NCA  believes  Congress  is  moving  much  too 
quickly  in  formulating  some  sort  of  decoupling  scheme  and  over- 
looking questions  most  commodity  and  farm  groups  are  asking. 
Hopefully,  this  hearing  here  today  will  answer  some  of  these  ques- 
tions. 

One  of  NCA's  concerns  with  decoupling  deals  with  what  the 
farmer  will  actually  do  with  his  land  once  he  is,  to  say,  decoupled. 
Will  he  be  allowed  to  use  his  land  for  any  purpose,  such  as  raising 
fruit,  v^etables,  nuts,  hogs,  daiiy,  potatoes,  d^  beans,  hay,  sheep, 
or  NCA's  chief  concern,  cattle?  Will  decoupling  through  direct,  no- 
strings-attached  payments  provide  the  incentive  for  farmers  to  di- 
versify into  nonsupported  agriculture?  Would  this  diversification 
create  havoc? 

The  cattle  industry,  along  with  other  supply  and  demand  agricul- 
ture, is  in  a  constant  battle  to  alter  its  outputs  one  way  or  the 
other  in  order  to  lock  in  a  profit.  Encouraging  farmers,  through  de- 
coupling payments,  to  expemd  into  our  markets  would  not  only  be 
disastrous,  it  would  be  unfair. 

That  brings  me  to  my  next  point,  Mr.  Chairman.  Where  does  the 
Congr^  draw  the  line  on  who  will  receive  these  payments  and 
who  will  not?  If  Congress  decides  to  establish  an  entitlement  pro- 
gram for  family  farms,  will  it  only  be  for  family  farms  which  previ- 
ously raised  federally  supported  commodities? 

Would  it  be  fair,  for  example,  for  a  com  farmer  on  one  side  of 
the  road  to  receive  payments  and  be  allowed  to  raise  cattle  while 
his  cattleman  neighbor  receives  no  payments  but  has  to  sell  his 
cattle  for  the  same  prices  at  the  marketplace?  Clearly,  the  com 
farmer  and  the  cattlemen  will  have  different  bottom  lines  when  it 
comes  to  add  up  their  assets. 

Let  me  make  it  clear  that  NCA  is  not  here  to  tout  its  free 
market  industry.  I  am  here  to  let  it  be  known  that  if  Congress  de- 
cides to  decouple  farm  pa3rments  from  production  of  supported 
crops  the  cattle  industry,  I  would  imagine,  along  with  other  non- 
supported agriculture,  would  like  to  know  what  will  become  of  the 
land  and  who  is  entitled  to  the  payments.  These  are  two  of  the 
overriding  big  pictures  concerning  the  decoupling  question. 

Let  me  finish  by  reiterating  that  the  National  Cattlemen's  Asso- 
ciation is  opposed  to  reopening  the  1985  farm  bill.  The  cattle  indus- 
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try  is  witnessing  better  prices  for  the  first  time  in  many  years.  Un- 
certainty in  our  inputs  or  supply  could  jeopardize  our  hopefiilly 
brighter  future. 

Thank  you. 

[The  prepared  statement  of  Mr.  Keys  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  GucKMAN.  Thank  you  both  for  vour  testimony. 

First  of  all,  Mr.  Keys,  I  recognize  fully  the  points  that  you  talk 
about;  particularly,  Fm  sure  there  is  a  great  deal  of  concern  out 
there  as  to  what  would  happen  to  land  that  would  be  idled  under  a 
0/92  program.  There  has  been  a  lot  of  discussion  of  that  recently. 

Mr.  VoLKMER.  If  the  chairman  will  yield. 

Mr.  GucKMAN.  Yes. 

Mr.  VoLKMER.  When  we  discussed  it  in  the  subcommittee,  I  think 
there  was  no  question  that  we  treat  it  the  same  as  your  Conserva- 
tion Reserve  Program  basically. 

Mr.  GucKMAN.  That  is  correct. 

Mr.  VoLKMER.  Which  was  to  really  limit  its  use. 

Mr.  Keys.  I  didn't  understand;  I  didn't  hear  that. 

Mr.  VoLKMER.  We  had  decided  we  would  treat  it  the  same  as  the 
Conservation  Reserve  Program  land  is  treated. 

Mr.  Keys.  No.  The  Conservation  Reserve  eliminates  all  haying 
and  grazing  privileges.  All  commercial  utilization  of  land  under  the 
0/92  or  50/92  are  conserving  use  acreage.  It  is  up  to  the  State 
ASCS  office,  at  the  discretion  of  the  Secretary,  to  allow  h^ing  and 
grazing.  In  the  subcommittee  the  other  day  under  the  0/92  option 
for  winter  wheat  allowed  0/92  participemts  to  use  50  percent  of 
their  0/92  for  haying  and  grazing  if  their  State  allowed. 

Mr.  VoLKMER.  If  the  State,  and  not  overriden  by  the  national. 

Mr.  Keys.  Yes.  The  Secretary  has  the  authority  to  override  in 
that  instcuice  also. 

Mr.  GucKMAN.  I  recognize  the  issue.  If  we  were  to  move  ahead 
with  something  like  that,  obviously,  we  would  have  to  deal  with  it. 
I  think  it  raises  a  very  legitimate  problem. 

First  of  all,  Mr.  Keys  and  Mr.  Johnson,  I  don't  think  there  is  any 
interest  in  pursuing  a  decoupling  proposal  this  year,  period,  un- 
equivocal; we  are  not  going  to  get  a  decoupling  bill. 

Now  the  question  is,  are  we  going  to  go  anead  with  a  0/92  bill 
this  vear?  I  would  like  to  ask  Mr.  Johnson,  if  we  came  up  with 
a  0/92  pilot  program  at  producer  option  only  for  wheat  and  feed 
grains,  for  1987  and  1988,  and  that  would  provide  a  cushion  or  an 
income  protection  so  that  the  producer  would  be  guaranteed  the 
deficiency  pajrment  even  if  the  price  went  up,  so  that  there  would 
be  that  problem:  If  we  took  care  of  the  landlord-tenant  problems, 
which  a  lot  of  folks  have  talked  about  today,  how  would  the  com 
growers  feel  about  that? 

Mr.  Larry  Johnson.  First  of  all,  I  think  our  response  would  be, 
why  are  we  wasting  our  time  tryine  to  do  minor  adjustments  to  a 
bill  that  really  areir  t  significant  and  ignoring  the  large  picture? 

We  would  not  have  much  participation,  because  we  would  prob- 
ably be  under  the  $50,000  limit,  and  many  of  our  farmers  are  up 
against  that  with  the  current  programs.  It  would  also  come  in  and 
send  a  signal  that  we  are  willing  to  idle  more  and  more  acres,  and 
we  are  against  that.  We  do  not  like  additional  set-asides  other  than 
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the  CRP.  That  is  our  fragile  land,  and  we  want  our  good  Und  for 
production. 

We  would  probably  be  in  opposition  to  it  because  of  the  tradition- 
al rules  and  bureaucracy  and  uncertainty  out  there,  and  if  the  1985 
farm  bill  is  reopened  for  some  thmgs  we  are  concerned  as  to  what 
else  can  be  tacked  on. 

The  basic  principle  of  what  you  are  saying,  if  it  could  be  done 
exactly  as  you  say,  would  not  probably  give  us  a  great  deal  of  con- 
cern, but  the  points  that  I  relate  to  you  are  those  that  we  would  be 
concerned  about,  and  so  we  would  urge  you  not  to  do  it. 

Mr.  GucKMAN.  OK. 

I  am  going  to  ask  you  a  bit  about  the  budget  issue  for  a  minute, 
but  what  if  we  were  faced  with  an  option  of  either  doing  that, 
which,  by  the  way,  has  a  lot  of  producer  interest  out  there  in  the 
interest;  I  am  amazed  at  it.  I  would  not  be  even  talking  about  tius 
if  I  went  home  in  Kansas,  with  average  producers  omiing  up  to  me 
in  large  numbers  and  saying,  ''This  is  an  option  Fd  like  to  have;  Fd 
like  to  have  it  to  say  no  or  yes  on,  but  it  is  an  option  Td  like  to 
have.''  And  it  happens  to  save  some  money,  too. 

What  if  we  have  to  make  a  choice  between  that  and  cutting 
target  prices  10  percent?  How  would  you  feel  about  that  choice? 

Mr.  Larry  Johnson.  If  we  were  allowed  to  retain  the  target 
prices  as  they  are  and  take  this  as  an  option? 

Mr.  GucKMAN.  No.  What  if  you  were  in  my  shoes  and  you  had  to 
choose  option  A,  0/92,  along  the  line  Tm  talking  about,  or  option  B, 
cutting  target  prices  an  additional  5  or  10  percent  over  and  above 
what  the  bill  provides  in  order  to  reach  those  budget  savings  we 
may  be  required  to  reach? 

Mr.  Larry  Johnson.  The  actual  position  of  the  com  growers 
would  be,  because  we  have  resolutions,  that  our  target  prices  shall 
not  be  touched;  direct  payment  limits  is  something  we  have  a  flat 
out  position  on.  Therefore,  we  would  probably  support  you  in 
taking  that  option,  if  they  were  the  only  two  available. 

Mr.  GucKMAN.  I  don't  know  if  they  are  going  to  be  the  only  two 
options  available.  I  just  want  to  get  you  on  the  record.  You  would 
perhaps  prefer  neither,  but  you  would  prefer  far  less  the  reduction 
in  target  prices. 

Mr.  Larry  Johnson.  If  the  options  are  as  simple  as  you  state 
them  right  now,  Fm  saying  I  expect  that  is  what  our  position 
would  be.  We  will  certainly  come  in  and  address  them  at  the  time. 

Mr.  GucKMAN.  OK. 

I  do  agree  with  the  points,  that  I  don't  remember  which  one  of 
you  raised,  that  we  don't  want  a  0/92  or  a  large  Und  diversion  pro- 
gram being  sent  as  a  signal  to  our  trading  partners  that  this  means 
we  are  going  to  have  an  incredible  type  of  acreage  diversion  pro- 
gram which  ought  to  give  them  the  incentive  to  increase  theirs.  I 
think  it  has  to  be  accompanied  by  some  form  of  export  enhance- 
ment efforts;  I  agree  with  that;  and  also  negotiations  to  encourage 
our  European  allies  particularly  that  this  is  not  meant  to  necessar- 
ily imply  anything  other  than  a  1-year  option  to  help  us  with  our 
budget-related  problems.  There  may  be  ways  to  deal  with  this  in  an 
aflinnative  way. 

Mr.  Keys. 
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Mr.  Keys.  Yes,  Mr.  Chairman.  In  the  cattle  industry,  whenever 
we  hear  the  word  "diversion,"  be  it  land  or  dairy,  we  get  a  little 
shaky.  Back  in  1983,  we  did  have  a  land  diversion  that  was  a  1-year 
option  called  the  Grain  PIK  Program  that  overnight  shot  our  input 
costs  through  the  roof. 

I  guess  one  of  my  main  questions  with  the  0/92  would  have  to  be, 
can  you  guarantee  me  what  kind  of  participation  you  are  going  to 
have?  If  we  are  going  to  idle  huge  tracts  of  Und  and  overnight 
shoot  the  price  of  grain  up  and  cost  our  input,  in  the  cattle  indus> 
try  we  have  to  look  at  least  a  year  down  the  road  so  people  know 
from  cow-calf  man  all  the  way  through  the  feeder  what  kind  of 
input  costs  we  are  going  to  be  looking  at.  So  we  need  some  consist- 
ency. 

Mr.  GucKBiAN.  I  understand  that.  That  is  one  of  the  reasons  why 
Tm  not  talking  about  0/100  or  0/110  or  0/120,  which  some  people 
say  you  really  need  in  order  to  reduce  production  dramatically. 
The  numbers  that  are  penciled  out  to  date  show  that  people  are 
still  better  going  with  the  current  program,  and  the  numbers  that 
I've  seen  to  date  indicate  that  you  are  not  going  to  have  a  very 
overwhelming  desire  indeed  to  go  ahead  with  this  kind  of  program. 
But  we  have  known  that  numbers  have  been  inaccurate  before. 

I  think  Mr.  Johnson's  statement  is  accurate.  He  states  that  the 
farmer  gives  up  8  percent  of  his  payment  for  not  planting  program 
crops  rather  than  planting  them.  He  also  does  not  get  the  commod- 
ity loans.  He  says  this  leaves  the  system  tilted  in  favor  of  the 
farmer  who  is  piling  up  more  unwanted  surpluses. 

I  am  not  necessarily  agreeing  with  his  characterization,  but  I 
think  it  does  leave  the  system  tilted  in  favor  of  the  farmer  who 
participates  fully  in  the  program,  and  I  think  we  have  to  leave  it 
that  way  at  least  on  a  pilot  basis;  otherwise,  it  would  tilt  the 
system  the  other  way  around.  That  will  depend  on  how  we  set  it 
up. 

Let  me  just  make  one  final  point  and  then  3deld  to  Mr.  Volkmer. 
We  do  have  a  budget-driven  farm  policy.  That  is  because  we  have  a 
farm  policy  that  is  geared  to  low  farm  prices  and  high  Government 
payments  to  make  up  the  difference.  It  may  be  a  shame,  it  may  be 
a  tragedy,  but  that  is  the  way  we  are  in  now.  We  are  locked  into 
that.  We  have  got  these  $155  billion  deficits;  they  are  caused  by  bij 
tax  cuts  and  big  defense  increases  primarily,  but  now  we  are  lock 
into  it. 

It  would  be  nice  to  say  let's  cut  the  defense  budget  to  get  the 
money  or  let's  raise  taxes,  which  very  few  people  are  willing  to  do, 
and  we  are  going  to  have  to  do  a  combination  of  both,  but  unfortu- 
nately we  are  a  part  of  that  sharing  arrangement,  and  that  is  one 
of  the  reasons  why  I  am  here  lookmg  at  ways  that  we  can  roduce 
expenditures  without  hurting  producers. 

It  does  appear  to  me  that  the  0/92  program,  properly  developed, 
can  do  both  of  those  things.  But,  on  the  other  hand,  everything  we 
do  in  agriculture  affects  somebody  else.  So  I  don't  want  to  do  any- 
thing that  is  going  to  kill  our  cattle  producers  at  the  same  time  we 
£u*e  tr3ring  to  provide  some  relief  to  the  Government.  You  stick 
vour  finger  in  the  dike  and  it  comes  out  some  place  else,  and  we  do 
have  to  be  very  careful  about  this  thing. 
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I  don't  think  we  are  going  to  reopen  structurally  the  farm  bill 
this  year.  I  don't  view  0/92  as  reopening  structurally  the  farm  bill 
this  year.  It  doesn't  change  the  loans,  it  doesn't  change  targets,  it 
doesn't  change  acreage  base,  yields,  or  anything  else,  but  it  may  be 
something,  an  additional  option  to  producers  that  maybe  they 
could  have. 

But  I  realize  both  of  your  concerns,  and  I  am  hopeful  that  if  we 
go  ahead  with  this — I'm  not  sa3dng  we  will,  but  if  we  do — we  will 
be  able  to  work  some  of  these  things  out. 

Mr.  Volkmer. 

Mr.  Volkmer.  Yes;  thank  you,  Mr.  Chairman.  I  won't  take  a  lot 
of  time. 

I  would  just  like  to  comment  that  back  in  1983  we  not  only  had 
the  PIK  Program  but  we  had  a  severe  drought  within  a  lot  of  the 
feed  grain  producing  areas.  I  think  that  impacts  a  little  bit  on  that 
price  also. 

I  recognize  our  concerns,  and  I  also  I  think  I  recognize  them  as 
far  as  if  we  do  go  down  this  road  of  0/92  that  we  do  have  to  put 
some  protections  in  there  as  far  as  haying  and  grazing  so  every- 
body doesn't  start  out  by  going  out  and  buying  some  feeder  calves 
or  what-have-you  and  start  getting  in  the  cattle  business,  the  subsi- 
dized against  the  unsubsidized.  I  recognize  that. 

Mr.  Keys.  I  would  like  to  make  one  point  here.  On  the  haying 
and  grazing  issue,  I  can  understand  when  we  are  talking  about  dif- 
ferent areas  of  the  country,  but  you  have  to  realize,  when  the 
cattlemen  come  here,  we  are  just  trying  to  make  the  playing  field 
as  level  as  possible  for  everybody. 

Just  to  make  a  little  anecdote  here,  my  father  is  a  farmer.  He 
has  a  pretty  big  grain  base,  and  he  was  in  the  50/92,  and,  heck,  he 
kind  of  liked  the  haying  and  grazing  option  he  had  last  year.  I  was 
riding  in  the  pickup  the  other  day  and  told  him  that  we  are  work- 
ing to  take  that  away  from  him,  and  he  threatened  to  kick  me  out 
of  the  pickup.  So  I  can  underst£uid  that. 

Mr.  Volkmer.  For  some  it  is  beneficial. 

Mr.  Keys.  Yes,  sir. 

Mr.  Volkmer.  Yes,  it  is;  there  is  no  question  about  it;  and  I  have 
some  of  those  livestock  and  grain  people  in  my  district  that  like  to 
be  able  to  hay  and  graze.  But  I  think  we  ought  to  look  at  it,  and  I 
think  we  have  to  put  a  limit  on.  In  fact,  we  did  in  the  PIK  Pro- 
gram. Eventually,  we  are  going  to  have  to  put  a  limit  on  a  county- 
wide  basis  also  if  we  do  that,  so  we  don't  have  the  input  people  ad- 
versely affected  also;  I  think  that  is  a  concern. 

But  as  the  chairman  has  pointed  out,  sometimes  we  are  faced 
here  on  this  committee  with  doing  something  we  really  don't  like 
to  do.  The  budget  is  a  thing  that  does  a  lot  up  here  to  make  the 
decision  as  to  what  we  do.  If  the  Budget  Committee  comes  out  and 
says  we  can  spend  as  much  money  as  we  spent  last  year  and  we 
don't  have  to  worry  about  a  thing,  I  doubt  very  much  that  the 
chairman  is  going  to  push  too  hard  to  do  anything,  though  I  still 
think  we  ought  to  but  a  different  way.  But,  anyway,  that  is  a  dif- 
ferent matter.  But  if  the  Budget  Committee  comes  out  and  says  we 
have  got  to  cut  $1  billion  or  $2  billion,  then  we  have  got  to  look  for 
options. 
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I  agree  with  Mr.  Johnson;  the  option  of  reducing  the  target  price, 
to  me,  is  no  option;  that  is  no  option.  So  that  is  out,  so  Fve  got  to 
look  for  some  place  else.  Right  now,  I  haven't  found  any  as  agree- 
able, among  all  the  committee  members,  I  think,  as  the  0/92.  I 
think  that  is  the  only  one  that  everyone  seems  in  agreement  on. 
The  marketing  loan  would  be  agreeable  if  I  could  work  it  out,  but  I 
don't  think  it  will  fit  within  that  budget;  that's  the  problem. 

Yes,  Mr.  Johnson. 

Mr.  Larry  Johnson.  I  would  just  like  to  point  out  that  we  are 
not  simplifying  this.  I  realize  the  budget  experience  and  the  things 
that  have  to  l^  done  both  politically  and  reialistically  when  we  are 
talking  about  cutting  the  budget.  It  seems  to  be  totidly  impossible 
to  try  and  set  policy  when  you  can  only  do  it  one  year  at  a  time. 
The  lack  of  consistency  of  policy  has  caused  some  of  these  budget 
problems  that  you  are  seeing  attributed  to  agriculture  in  their 
problems  right  now. 

They  also  have  contributed  to  the  frustrations  we  have  in  the 
local  office  in  the  paperwork.  I  have  not  gotten  my  second  half 
1985  wheat  program  yet,  the  deficiency  payment.  It  is  still  tied  up 
back  in  the  my  local  office,  and  I  was  due  last  December.  That  is 
an  example.  Every  county  has  their  horror  stories. 

By  implementing  and  offering  a  new  provision  such  as  this,  you 
are  creating  new  programs.  It  is  going  to  take  new  people  out 
there. 

I  go  back  to  the  marketing  loan.  That  would  eliminate  so  many 
outside  influences  in  our  trade,  in  our  pricing,  and  in  our  prpnam 
options.  We  could  cut  back  an  awful  lot  of  staff  in  our  local  omces. 
The  chief  beneficiary  we  have  got  right  now  of  this  Farm  Program 
is  the  pulp  wood  industry  in  northern  Minnesota.  The  paperwork  is 
just — it  can't  happen;  it  is  going  to  just  collapse  of  its  own  weight. 
I'm  overdrawn.  I  thought  it  was  going  to  come  before  I  left  for 
Washington.  I  haven't  got  that  pajrment  yet,  so  I'm  here  when  I'm 
overdrawn  at  home. 

Mr.  GucKMAN.  It  is  amazing  you  haven't  gotten  your  wheat  pay- 
ment yet. 

Mr.  Larry  Johnson.  It's  a  computer  breakdown  in  this  particu- 
lar county.  They  said,  "Do  it  manually."  The  computer  in  Kansas 
City  kicked  it  out  and  couldn't  find  it.  It's  an  example. 

Mr.  GucKMAN.  Is  this  affecting  people  all  throughout  your  coun- 
try? 

Mr.  Larry  Johnson.  Everybody  that  was  in  the  wheat  program 
this  past  year. 

Mr.  GucKMAN.  How  late  are  you?  You  are  90  days  late,  or  60 
davs  late? 

Mr.  Larry  Johnson.  I  have  lost  track  of  when  it  should  have 
been  delivered.  I  believe  it  was  the  first  part  of  December.  Al  Tink 
from  our  national  ofiRce  is  here,  and  he  says  it  was  December  when 
it  was  due. 

Mr.  GucKMAN.  I  just  want  to  read  something  from  Congressman 
Bruce's  statement,  and  then  I  will  quit  with  you  two.  I  don't  know 
whether  you  read  this  statement.  He  says, 

I'm  reminded  of  the  old  story  about  an  Agriculture  Secretary.  It  seems  the  Secre- 
tary and  his  aides  were  in  an  airplane  circling  a  stadium  filled  with  thousands  of 
farmers  who  had  gathered  for  a  rally.  Suddenly  the  Secretary  was  overcome  with 
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compassion  and  said,  "I  think  Fll  just  throw  this  $100  bill  out  of  the  window  and 
make  at  least  one  farmer  happy/'  "Wait,  Mr.  Secretary,"  an  aide  said,  "Fve  got  two 
$50  bills  you  could  throw  out  the  window  and  make  two  farmers  happy."  The  pUot, 
who  had  heard  this  exchange,  couldn't  resist  and  said,  "Why  don't  you  just  open  the 
door  and  jump  out  and  make  everybody  happy." 

Maybe  that's  the  way  your  farmers  feel  right  now. 

Mr.  Larry  Johnson.  Tm  not  going  to  comment  on  that;  thank 
you. 

Mr.  GucKMAN.  OK.  Thank  you  both  for  testifying;  we  appreciate 
it  very  much. 

Mr.  Keys.  Thank  you. 

Mr.  GucKMAN.  Otir  last  panel  is  Mr.  David  Senter,  national  di- 
rector, American  Agriculture  Movement;  and  Mr.  Leland  Beatty, 
director  of  Farmer  Assistance  Programs,  Department  of  Agriculr 
ture,  Austin,  Texas. 

We  appreciate  your  both  being  here.  Let  us  go  ahead  and  pro- 
ceed, and  we  will  start  with  David. 

STATEMENT  OF  DAVID  SENTER,  NATIONAL  DIRECTOR, 
AMERICAN  AGRICULTURE  MOVEMENT,  INC. 

Mr.  Senter.  Thank  you,  Mr.  Chairman.  We  appreciate  the  oppor- 
tunity to  be  here.  The  way  the  schedule  looks,  we  will  probably  be 
seeing  a  lot  of  you  in  the  next  few  weeks. 

Mr.  Guckman.  I  will  enjoy  that. 

Mr.  Senter.  This  hearing  is  probably  going  to  generate  more 
unity  for  those  members  of  this  committee  tlum  the  other  propos- 
als that  are  planned  for  future  consideration. 

I  want  to  point  out  early  on  that  we  did  not  mention  0/92  in  the 
presentation  because  it  was  on  decoupling  and  we  do  not  consider 
0/92  a  part  of  decoupling.  "Decoupling"  has  become  the  new  word 
in  Washington,  like  "market-oriented"  and  "market-clearing 
levels"  were  during  the  1985  farm  bill  consideration.  The  American 
Agriculture  Movement  considers  that  this  is  an  effort  to  put  a  new 
face  on  a  program  to  just  dismantle  farm  programs  and  phase 
them  out. 

Decoupling  ignores  the  basic  problem  of  low  prices  and,  in  fact, 
allows  prices  to  go  even  lower  than  the  current  phase-down  in 
target  prices  and  loan  rates.  The  administration  plan  calls  for  10 
percent  reduction  targets  in  loans. 

Mr.  Boschwitz  this  morning  was  talking  about  his  chart,  and  it  is 
clear  that  farmers'  prices  would  be  less  under  either  one  of  the  pro- 
posals. Senator  Boschwitz  made  a  big  point  of  how  the  farmers 
always  get  the  ups  from  the  market.  We,  as  farmers,  £u-e  not  excit- 
ed about  $2  wheat  when  that  is  the  upside  of  the  market  or  $1 
com. 

Basically,  the  decoupling  plans,  as  we  see  them,  will  just  decou- 
ple thousands  more  from  the  land  and  decouple  many  more  rural 
businesses  from  rural  communities.  We  see  decoupling  as  just  a 
basic,  classic  welfare  program  that  will  benefit  farmers  that  do  not 
need  the  benefits.  Hobby  farmers  would  love  thk  program;  doctors 
and  lawyers  that  farm  100  or  200  acres  would  truly  enjoy  getting 
transition  pa3rments  while  full-time  commercial  farmers  would  be 
left  with  low  prices  and  no  programs  to  depend  on. 
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With  surplus  commodities  piled  in  streets  and  across  the  coun- 
try, it  is  ridiculous  for  us  to  even  consider  any  program  that  might 
return  us  to  full  production.  AAM  hopes  that  decoupling  will  basi- 
cally be  decoupled  from  this  committee  and  from  further  consider- 
ation from  tins  Congress.  We  want  to  work  with  members  to  im- 
prove farm  policy,  but  we  hope  decoupling  is  not  a  part  of  that 
change. 

The  only  solution  that  we  see  is  a  strict  management  program 
with  higher  loan  rates,  but  there  is  a  hearing  scheduled  in  the 
future  that  we  will  detail  and  make  the  arguments  in  support  of 
that  position. 

We  want  you  to  understand,  though,  that  0/92  is  only  short-term 
and  it  is  a  paid  diversion  approach  to  get  basically  supply  and 
demand  more  in  line.  I  hope  that  members  of  this  committee  do 
not  feel  like  passage  of  0/92  lets  them  ofT  the  hook  for  consider- 
ation of  other  long-term  policy  goals,  because  we  continue  to  push 
for  long-range  policy  changes. 

If  you  have  certain  questions  about  the  0/92  plan,  we  do  have 
some  thoughts  on  what  we  would  like  to  see  included  so  that  we 
feel  it  would  help  the  msgority  of  the  farmers  as  a  shortrterm  pro- 
gram. 

Mr.  GucKMAN.  I  will  ask  you  those  after  Mr.  Beatty  testifies. 

Mr.  Senter.  Sure. 

[The  prepared  statement  of  Mr.  Senter  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  GucKBAAN.  Yes,  sir,  go  ahead. 

STATEMENT  OF  LELAND  BEATTY,  DIRECTOR,  FARMER 
ASSISTANCE  PROGRAMS,  TEXAS  DEPARTMENT  OF  AGRICULTURE 

Mr.  Beatty.  Thank  you,  Mr.  Chairman. 

I  will  summarize  my  remarks  today  in  the  interests  of  time.  I'm 
testifying  on  behalf  not  only  of  the  Texas  Department  of  Agricul- 
ture but  the  League  of  Rural  Voters  as  well. 

Decoupling  is  currently  under  discussion  both  as  a  policy  initia- 
tive, as  it  was  originally  proposed  in  Boschwitz-Boren,  and  as  a  pro- 
gram technique,  as  discussed  in  the  subcommittee  a  couple  of  days 
ago  for  the  1987  wheat  crop.  As  a  policy  initiative,  decoupling  is  a 
short  ramp  to  speed  the  American  farmer  ofT  a  steep  cliff.  As  a 
technique,  however,  if  properly  used  it  can  provide  income  support 
not  unlike  the  PIK  Program  of  1983,  although  on  a  much  more  lim- 
ited basis. 

As  a  program  technique,  it  can  provide  two  types  of  benefits. 
When  the  loan  rate  is  lower  than  the  variable  cost  of  production, 
which  it  is  in  Texas  on  a  number  of  crops  and  I  believe  in  Kansas 
and  a  number  of  other  States,  it  will  be  beneficial  for  farmers  who 
participate  in  the  0/92  type  of  program.  It  is  also  beneficial  when 
operating  credit  is  not  available,  as  it  is  across  much  of  Texas  tiiis 
year. 

Farmers  Home  ran  out  of  money  in  Texas  in  many  counties 
before  1987  even  b^an.  Many,  many  of  these  farmers  cannot  get 
any  type  of  operating  credit  this  year;  0/92  will  help  them  get 
through  the  year  without  going  out  of  business. 
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Concerns  with  the  program  as  understood  so  far  apparently  have 
been  addressed  by  the  committee.  The  primary  concern  was  the  ex- 
posure on  the  deficiency  pa3rment:  If  participation  was  good,  would 
the  payment  go  down?  Tlie  committee,  and  you  in  particular,  Mr. 
Chairman,  have  addressed  that. 

What  is  clear — and  I  concur  in  Mr.  Senter's  statement — is  that, 
like  the  PIK  Program  in  1983,  this  is  not  a  policy  initiative,  and  its 
success  depends  on  thoughtful,  long-term  farm  policy  directed 
toward  spcKnfic  goals.  The  1985  farm  bill  is  not  working  in  that 
area  most  of  all,  and  that  is,  I  believe,  what  the  conunittee  needs  to 
look  at  through  this  year. 

As  a  policy  initiative — and  I  will  really  sununarize  my  remarks 
here  because,  as  you  have  indicated,  it  is  not  really  under  consider- 
ation as  a  long-term  policy  initiative — the  costs  of  the  program  are 
much  greater  than  just  the  immediately  identifiable  budget  costs. 
We  will  have  to  look  at  retraining  programs  on  a  large  scale; 
200,000,  300,000,  400,000  farmers  plus  those  people  such  as  the  man 
with  the  fertilizer  business,  his  employees — how  do  we  retrain 
those?  What  do  we  retrain  them  for?  Relocation  costs,  lost  invest- 
ment costs,  and  lost  opportunity  costs. 

As  a  long-term  farm  policy,  abolishing  the  price  floor  would  be 
the  same  as  abolishing  the  minimum  wage  in  industry,  would 
promise  people  welfare  checks  diminishing  over  6  years,  and  end 
with  an  "Adios,  chump."  With  this  plan  to  return  to  the  fi:«e 
market  by  abolishing  that  price  floor,  we  tell  the  world  that  we  no 
longer  believe  in  the  inherent  value  of  natural  resources  and 
human  labor  but,  instead,  that  the  international  market  should 
belong  to  those  with  the  sturdiest  peasant  class  who  are  most  will- 
ing to  exploit  their  natural  resources  for  private  benefit.  I  am  glad 
to  hear  today  that  this  committee  is  not  strongly  considering  this 
option  for  a  long-term  policy  initiative. 

[The  prepared  statement  of  Mr.  Beatty  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  GucKBAAN.  Let  me  ask  a  question.  You  have  mentioned 
something,  Mr.  Beatty,  and  perhaps  Mr.  Senter  may  want  to  com- 
ment on  it.  The  implication  would  be  that  a  0/92  program  could  be 
attractive,  particularlv  to  farmers  who  may  be  experiencing  finan- 
cial stress  or  those  who  cannot  get  credit.  Is  that  a  fair  character- 
ization of  what  you  said? 

Mr.  Beatty.  Yes.  While  it  does  not  fully  address  what  their 
needs  are — and  I  understand  it  is  not  primarily  intended  to  address 
their  needs — nevertheless,  a  side  benefit  of  it  is  that  it  gives  these 
people  some  chance,  not  a  great  chance,  but  it  gives  them  some 
chance  if  they  can  secure  other  employment  and  such  to  stay  in 
business  another  year. 

Mr.  GucKBAAN.  Often  these  would  be  people  who  could  not  get 
enough  up  front  money  to  plant  their  crop  or  to  commence  tiie 
year  at  all. 

Mr.  Beatty.  Right. 

Mr.  GucKBAAN.  Is  that  a  lot  of  the  group  of  folks  we  would  be 
talking  about? 

Mr.  Senter.  Yes,  Mr.  Glickman.  There  £u-e  a  number  of  people 
who  do  not  have  adequate  cash  flows  to  qualify  for  FmHA  or  any 
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production  money,  or  thev  are  loaned  up  to  their  limits,  or  what- 
ever the  case.  Those  people,  this  0/92  would  be  an  option  for  them. 

But  let  me  caution  the  committee.  If,  in  fact,  this  program  is  en- 
acted, there  should  be  a  provision  in  there,  be  they  cash  or  certifi- 
cate payments  on  the  92  percent,  that  they  be  assimable  to  lenders 
but  unable  to  be  attached,  because  there  are  bankers  and  lenders 
all  over  the  country  that,  if  a  farmer  signed  up  for  0/92,  they 
would  have  the  check  made  out  to  Farmer  Jones  and  the  Farmers 
Home  Administration,  or  First  State  Bank,  or  whatever.  They 
would  take  all  of  that  payment,  and  they  would  go  ahead  and  fore- 
close and  put  that  borrower  out  of  business. 

So  it  needs  to  be  criteria  where  they  can  assign  them  to  a  lender 
but  that  they  come  to  that  borrower  as  a  crop  that  he  is  producing; 
so  that  he  makes  some  decisions  for  family  living  and  other  provi- 
sions. 

Mr.  GucKMAN.  Tell  me,  right  now,  with  respect  to  deficiency 
payments — of  course,  the  cash  payments  are  freely  assigned. 

Mr.  Senter.  Yes. 

Mr.  GucKMAN.  There  is  a  serious  question  whether  you  can  even 
assign  the  certificates,  though,  because  on  their  face  at  least  the  ge- 
neric certificates  have  a  nonassignability  provision  in  them. 

Mr.  Senter.  That's  right. 

Mr.  GucKBAAN.  So  it  doesn't  even  look  like  you  can  assign  them 
at  all.  Even  freely  assignable,  I  don't  know  what  the  practice  is  out 
there. 

Mr.  Senter.  Well,  it  has  created  a  number  of  problems  for  pro- 
ducers trying  to  finance  with  those  certificates,  because  they  haon't 
been  able  to  assign  them — you  know,  what  value — ^you  know,  what 
do  you  put  on  that  particular  certificate? 

If  the  cash  payments  or  the  certificates  were  able  to  be  assigned, 
because  you  would  have  a  value  on  what  that  producer  is  going  to 
receive  under  this  program,  because  the  market  price  would  not 
affect  the  program  as  you  are  describing  it,  I  think  that  would  be 
venr  impoiiant  that  that  happen  to  protect  those  producers  so  that, 
in  fact,  we  are  buying  them  another  year  and  not  just  sending  the 
money  out  to  some  lenders  that  are  going  to  go  ahead  and  remove 
them  from  the  land  also. 

Then  you  covered  the  point  about  protecting  the  renters.  I  be- 
lieve in  1983  anyone  that  was  not  a  pnxlucer  the  year  before  could 
not  qualify  for  the  program.  So  there  has  to  be  that  protection  so 
that  absentee  landlords  do  not  just  kick  everybody  off  the  land  and 
take  the  payments.  So  those  are  very  important. 

Mr.  GucKMAN.  Yes.  Both  of  those  things— well,  the  first  thing, 
this  is  the  first  I've  heard  about  it,  and  the  second  one  is  one  that  I 
know  that  we  have  talked  about  before  and  would  address.  I  think 
what  you  are  saying  is  basically  right,  and  I'd  have  to  figure  out 
how  this  would  relate  to  the  general  issue  of  assignability  of  defi- 
ciency payments  for  producers  who  would  go  ahead  and  plant  their 
crop.  I  assume  in  that  case  they  would  make  an  assignment  at  the 
time  they  would  get  the  money  to  get  their  crop  in  the  ground. 

Mr.  Senter.  Yes. 

Mr.  GucKMAN.  What  we  may  have  to  do  is,  if  we  went  ahead  and 
did  what  you  were  talking  about,  we  may  have  to  make  sure  that 
those  generic  certificates  become  assignable  so  that  at  least  at 
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some  point  the  creditors  get  some  protection  so  they  can  at  least 
get  some  collateral.  But  I  agree  with  you;  I  don't  want  all  that 
money  just  going  right  into  a  bank  without  that  producer  getting 
some  benefit  from  it. 

Mr.  Senter.  Mr.  Glickman,  we  are  finding  currently  in  a  lot  of 
areas  they  are  waiting  on  advance  deficiency  pajrments  and  other 
things  right  now,  and  I  know  in  a  county  I  was  in,  in  Arkansas,  the 
farm  credit  system  and  Farmers  Home  Administration  would  not 
accept  even  applications  for  production  loans  for  this  year  until  the 
farmer  had  received  his  deficiency  payments. 

At  that  time  then,  as  those  payments  stcu-ted  arriving,  they 
would  say,  "Give  us  all  the  deficiency  payment,"  and  then  they  fig- 
ured the  cash  flow  and  said,  "Well,  you  don't  qualify  for  a  produc- 
tion loan."  So  they  had,  in  effect,  taken  all  of  those  advance  pay- 
ments at  that  point  and  left  the  lender  with  the  only  option  of 
filing  bankruptcy  or  selling  out. 

Mr.  GucKMAN.  Yes. 

Mr.  Senter.  So  we  have  to  be  careful  along  those  lines. 

Mr.  GucKBAAN.  Well,  I  would  say  a  couple  of  things.  One,  I  think 
this  hearing  has  been  useful  to  discuss  the  uncertainty  of  a  decou- 
pling approach.  I  don't  want  to  adopt  an  approach  that  is  going  to 
just  guarantee  lower  prices.  That  worries  me  about  decoupling. 

On  the  other  hand,  the  current  policy  is  what  I  would  call  defen- 
sive agriculture.  So  it  forces  people  to  produce  more  just  to  keep 
their  head  above  water,  and  neither  one  of  those  approaches  is 
very  satisfactory  right  now. 

llie  0/92  approach  on  a  limited  basis— and  I  emphasize  a  limited 
basis — may  have  a  couple  of  benefits  to  it.  One  is  getting  some  cash 
into  some  folks  that  are  financially  distressed;  two,  it  may  save  the 
Government  some  dollars,  a  part  of  it.  But  even  if  we  went  down 
this  road,  we  would  have  to  do  it  very  carefully  and  with  the  clear 
description  that,  one,  it  is  not  decoupling;  and,  two,  it  is  limited; 
and,  three,  it  is  producer  option. 

I  also  grant  you,  it  doesn't  necessarily  simplify  the  process.  It  is 
one  more  program  that  has  got  to  go  through  an  ASCS  office,  and  I 
don't  like  that  either,  but  I  don't  know  how  else  to  avoid  it,  given 
the  current  structure  of  the  farm  bill. 

Mr.  Beatty,  you  had  a  comment. 

Mr.  Beatty.  If  I  might  add  also  that  planting  time  in  Texas  has 
already  stcirted. 

Mr.  GucKMAN.  Yes,  I  know.  We  have  got  to  move  if  we  £u-e  going 
to  do  it. 

Mr.  Beatty.  I  know  that  it  hasn't  hit  quite  in  your  area  yet,  but 
all  the  way  up  into  north  Texas  it  has  begun. 

Mr.  GucKMAN.  Yes.  We  don't  want  to  see  vast  amounts  of  land 
torn  up  just  to  get  into  this  program  either;  it  may  not  be  particu- 
larly suitable.  But  we  know  that  if  we  are  going  to  go  ahead  with 
this,  we  have  got  to  do  it  in  the  next  couple  of  weeks.  We  want  to 
wait  and  get  some  sort  of  statement  from  the  Budget  Committee  in 
the  House  to  give  us  some  idea  of  how  much  savings  they  are  going 
to  require  out  of  us  and  how  quickly  they  are  going  to  need  those 
savings;  I  just  don't  know  that  yet. 

Mr.  Senter. 
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Mr.  Senter.  Mr.  Glickman,  there  are  serious  problems  in  agricul- 
ture now,  and  they  are  going  to  get  worse  each  year.  Besides  the 
ratcheting  down  of  target  and  loan  rates,  you  have  to  remember 
that  next  year  all  of  those  producers  that  stayed  outside  of  the  pro- 
gram during  the  early  1980's,  that  little  provision,  a  reduction  in 
payment  yield,  disappears,  and  you  are  going  to  see  as  much  as  a 
30  percent  drop  in  payment  yield  history  on  a  number  of  com 
farms  and  stuff  across  this  country  and  also  wheat. 

So  we  have  to  be  looking  to  1988.  Those  of  us  representing  pro- 
ducers just  cannot  accept  staying  the  course  and  being  guaranteed 
less  for  our  crops  each  year,  and  anybody  that  proposes  a  program 
that  is  eoing  to  lower  prices  is  unacceptable.  We  have  just  got  to 
get  in  tne  business.  If  we  are  going  to  subsidize  exports,  let's  do 
that,  but  let's  get  the  domestic  price  up  so  we  can  get  some  eco- 
nomic stability  back. 

Mr.  GucKMAN.  Let's  talk  a  little  bit  about  this  program  yield 
thing,  because  we  froze  that,  I  think,  last  year  so  that  there  would 
be  no  reduction.  But  you  are  saying  again  that  the  potential  reduc- 
tion of  yield  starts  again  for  the  1988  crop? 

Mr.  Senter.  Yes.  It  will  go  to  the  actual. 

Mr.  GucKMAN.  It  will  m  to  actual  yield? 

Mr.  Senter.  The  actual  payment  3neld.  In  other  words,  there  was 
a  percent  reduction  each  year  that  was  put  into  the  first  2  years  of 
the  biU. 

Mr.  GucKMAN.  So  you  are  saying  that  we  have  some  producers 
that  might  see  a  dramatic  reduction  in  their  3rield  that  crop  year. 

Mr.  Senter.  That's  right. 

Mr.  GucKMAN.  Well,  I  don't  want  that  surprise.  That  will  be  a 
surprise  to  a  lot  of  producers. 

Mr.  Senter.  That's  right. 

Mr.  GucKMAN.  I'm  glad  you  raised  that  point,  too. 

Mr.  Grandy. 

Mr.  Grandy.  Thank  you,  Mr.  Chairman. 

Mr.  Senter,  I  have  had  occasion  to  talk  with  several  of  the  folks 
from  your  organization  and  wanted  to  ask — and  I'm  not  sure  I  un- 
derstand the  program  entirely — what  is  the  loan  rate  that  you  are 
setting  for  com  right  now — $3.46  under  the  present  Harkin  pro- 
posed? 

Mr.  Senter.  Yes,  it  would  be. 

Mr.  Grandy.  And  the  set-aside  is  up  to  35  or  is  35? 

Mr.  Senter.  It's  a  maximum  35  percent.  Last  year,  it  would  be 
35  percent. 

Mr.  Grandy.  A  maximum  of  35. 

Now,  again,  I  may  not  have  seen  these  provisions,  but  is  there  a 
feting  mechanism  in  terms  of  payments? 
fr.  Senter.  Yes,  there  is. 

Mr.  Grandy.  Under  that  system,  if  it  were  lust  left  alone,  clear- 
ly, the  big  farmer  is  going  to  get  bigger  and  the  little  guy  is  going 
to  get  burned. 

Mr.  Senter.  There  is  a  targeting  provision,  and  it  is  tied  back  to 
the  amount  of  set-aside  that  you,  in  fact,  have  on  your  farm.  In 
other  words,  you  could  have  a  large  farmer  that  may  have  a  35 
percent  set-aside,  and  then  there  might  be  a  200-  or  300-acre 
farmer  that  might  have  a  27  or  28  percent  or  29  percent  set-aside. 
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So  the  targeting  has  to  do  with  the  amount  of  acres — in  other 
words,  the  production  that  you  can  produce  instead  of  the  dollars 
that  you  receive  out  of  the  program. 

Mr.  Grandy.  One  of  the  criticisms  that  came  up  frequently  about 
this  program  was  the  whole  export  enhancement  side  of  it.  I  just 
heard  you  say  to  the  chairman — ^you  mentioned  subsidizing  ex- 
ports, which  we  do  in  one  way  or  another  presently.  What  is  the 
mechanism  for  subsidizing  exports  in  your  program?  Is  it  a  two- 
tiered  system? 

Mr.  Senter.  The  mechanism  is  that  there  is  an  export  PIK  ar- 
rangement where  you  could  actually  subsidize  the  exports  using  ad- 
ditional commodities;  somebody  buys  10  bushels  of  wheat;  you  ship 
them  12  or  whatever  the  ratio  might  be  in  order  to  buy  the  export 
price  down  to  make  the  sale.  So  it  is  available  in  the  program  that 
you  deal  with  the  exports  along  that  line. 

Mr.  Grandy.  Is  that  similar  to  the  Bicep  Program,  Mr.  Chair- 
man— the  Bonus  Incentive  Export? 

Mr.  GucKMAN.  I  think  there  £u-e  a  lot  of  parallels. 

Mr.  Senter.  It's  similar. 

The  problem  with  the  current  export  program  is,  political  deci- 
sions out  of  the  State  Department  to  accomplish  certain  foreign 
policy  goals  have  dictated  the  kind  of  export  programs  that  we 
have  offered.  We  have  a  particular  deal  for,  say,  EJgypt,  and  we 
have  another  deal  for  somebody  else.  So  with  a  mixed  match  of  for- 
eign policy  reasons  always  planning  agriculture,  we  have  destroyed 
our  ability  to  be  a  reliable  supplier  and  to  make  those  sales.  We 
haven't  been  in  the  business  of  selling. 

Mr.  Grandy.  Mr.  Senter,  I  don't  tMnk  you  will  get  any  disagree- 
ment from  that  on  this  committee  at  all.  I  think  the  politicization 
of  our  agricultural  markets  is  something  we  would  all  agree  on. 
Given  that  statement,  what  is  your  objection  to  the  marketing  loan 
concept? 

Mr.  Senter.  Mr.  Grandy,  we  in  the  American  Agriculture  Move- 
ment at  this  point  believe  that  the  jury  is  still  out  on  marketing 
loans  on  cotton  and  rice.  It  may  very  well  be  a  long-term  successfid 
program,  or  it  may  not.  It's  an  expensive  program. 

For  instance,  on  cotton,  cotton  imports  have  increased  20  percent 
into  the  United  States  since  August  1,  when  the  marketing  loan 
went  into  effect.  So  we  want  to  see  what  the  long-term — what  hap- 
pens to  imports,  and  there  may  be  some  changes  that  have  to  be 
made. 

Our  main  problem  with  supporting  the  marketing  loan  across 
the  board  for  wheat  and  feed  grains  is 

Mr.  Grandy.  Excuse  me — and  soybeans. 

Mr.  Senter.  And  soybeans,  yes.  It  is  a  tremendously  costly  pro- 
gram up  front. 

Now  whether  or  not  that  kind  of  an  appropriation  and  budget 
item  could  be  passed  in  Congress,  you  all  have  to  make  that  deci- 
sion here.  But  since  the  United  States  is  the  primary  producer  of 
wheat,  feed  grains,  and  soybeans  in  the  world.  Chase  Econometrics 
had  an  interesting  study  that  showed  that  marketing  loan  would 
be  expensive  and  would  not  increase  the  exports  of  wheat  and  feed 
grains  that  much  to  offset  the  cost,  because  whether  we  had  $1 
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com  or  $3  our  competitors  would  basically  follow  our  pricing  struc- 
ture, because  we  set  the  world  market  in  those  commodities. 

So  we  have  a  concern  that  if,  in  fact,  it  works  for  cotton  and  rice 
over  the  long  haul,  if  it  is  expanded  to  the  other  commodities  and 
fails,  you  could,  in  efTect,  kill  the  whole  program.  Marketing  loan, 
quite  frankly,  will  probably  help  us  pass  our  mandatory  program, 
Hrst  because  of  cost,  and  it  would  be  a  way  to  get  rid  of  some  of  the 
surplus  so  our  set-asides  wouldn't  have  to  be  so  high.  So  we  view  it 
with  mixed  feelings  on  the  short  term. 

Mr.  Grandy.  How  much  time  do  you  think  the  jury  needs  to  be 
out  before  we  have  a  determination  on  that? 

Mr.  Senter.  I  think  we  have  to  see  it  for  2  years  to  really  get  a 
final  determination  as  to  the  long-term  efTect  on  cotton  and  rice 
and  whether  it  is  cost-effective. 

The  current  program,  marketing  loan,  one  of  the  basic  problems 
for  cotton  and  rice  farmers  is  that  they  do  not  get  their  money  up 
front.  They  wait  months  into  the  next  year  to  get  their  deficiency 
pa3rments,  so  they  are  held  hostage  by  a  lot  of  uncertainties  due  to 
cuts  in  budgets,  target  prices,  or  whatever.  So  they  are  not  totally 
satisfied  with  the  current  program. 

Mr.  Grandy.  I  don't  think  anybody  is  totally  satisfied  with  the 
current  program.  I  represent,  as  r  m  sure  you  know,  predominantly 
grain  growers  who  are  in  that  program,  and  they  £u-e  seeing  more 
net  income.  But  it  does  concern  them  that  it  is  coming  from  Unde 
Sam,  and  they  don't  know  what  to  look  forward  to  next  year. 

I  guess  my  concern  is,  if  we  talk  about  stability,  and  we  talk  a  lot 
about  stability  in  providing  at  least  some  predictability  for  farmers, 
this  committee,  if  I  read  it  right,  is  concerned  about  not  making 
violent  changes  right  now  to  diffuse  that  stability.  Are  you  suggest- 
ing that  we  need  to  start  again  from  ground  zero  and  adopt  the 
Harkin  plan?  Is  there  a  way  your  program  can  be  grafted  on  to  the 
farm  bill,  or  are  you  talking  about  radical  surgery  nere? 

Mr.  Senter.  Mr.  Grandy,  how  it  would  work,  what  we  are  sug- 
gesting is  that  Congress  consider  adding  to  the  current  program 
the  option  of  the  mandatory  program,  the  Harkin-Gephardt  ap- 
proach, and  to  let  producers  in  these  commodities  vote  whether 
they  want  to  continue  the  existing  program  for  those  crops  or 
whether  they  are  willing  to  have  supply  management  and  want  a 
loan  rate  based  program. 

Mr.  Grandy.  Over  a  4-year  period?  Is  that  how  often  you  run 
your  referendum? 

Mr.  Senter.  Yes,  and  it  would  be  a  10-year  program,  but  you 
would  have  a  new  referendum  throughout  the  bill. 

So  we  are  not  saying  do  away  with  the  current  bill,  it  would  still 
be  in  place,  but  we  believe  that  the  wheat  referendum  was  a  clear 
example  that  producers  are  willing  to  accept  supply  management 
in  return  for  fair  prices  in  the  marketplace. 

Mr.  Grandy.  Do  you  think  supply  management  could  co-exist 
with  other  options  built  into  a  farm  bill — i.e.,  0/92? 

Mr.  Senter.  Mr.  Grandy,  you  could  have  a  mandatoir  program; 
you  could  have  the  Harkin-dephardt  bill  and  make  it  all  a  market- 
ing loan,  and  the  program  would  work  for  farmers,  because  they 
would  get  their  price  up  front,  and  if  the  money  can  be  found  to 
pay  for  it,  it  would  work  as  a  marketing  loan,  and  the  farmers 
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would  have  protection  up  front  on  their  price,  and  then  the  price 
could  go  to  whatever  the  world  market  happened  to  be. 

So  it  would  work  with  some  other  options.  We  just  do  not  agree 
with  the  United  States  deliberately  lowering  the  world  price  of 
commodities.  We  have  got  Brazil,  Argentina,  and  other  producers; 
those  countries  are  fixing  to  default  on  massive  amounts  of  debt 
here  to  U.S.  bcmking  concerns.  If  we  lower  the  world  price  of  com- 
modities, all  of  those  costs  have  to  be  associated  with  the  Farm 
Program  here  and  the  policy  we  have  got. 

Mr.  Grandy.  I  didn't  look  at  it,  I  just  arrived,  but  I  was  curious 
to  know,  what  is  the  difference  in  savings  between  your  program 
and  what  we  have  now?  If  we  had  gone  with  a  mandatory  program 
and  that  was  the  1985  farm  bill,  what  would  we  have  saved  this 
year? 

Mr.  Senter.  In  Iowa  State,  the  indication  was  it  was  about  $14.5 
billion  savings  over  the  cost  of  the  program  in  1986. 

Mr.  Grandy.  And  this  builds  in  whatever  export  enhancement 
provisions  you  have. 

Mr.  Senter.  Yes.  The  msgor  cost  in  that  program  is  the  export 
part  of  it. 

Mr.  Grandy.  And  that  also  includes  whatever  provisions  you 
have;  I  can't  recall  specifically,  but  you  have  some  sort  of— you  in- 
demnify livestock  producers  from  the  rapid  increase  in  grain 
prices.  Is  that  correct? 

Mr.  Senter.  That  is  exactly  right,  ves. 

Mr.  Grandy.  That  is  figured  into  the  cost. 

Mr.  Senter.  That  is  figured  into  it  also. 

Mr.  Grandy.  Now  over  a  4-year  period,  do  you  see  the  cost  going 
up  because  of  perhaps  the  necessity  to  subsimze  more  and  more  of 
the  export  market? 

Mr.  Senter.  No.  It  does  not  show  that  the  costs  would  be  si^ifi- 
cantly  higher  further  into  the  bill.  As  a  matter  of  fact,  there  is  an 
increase  in  the  world  price  of  commodities  because  the  U.S.  price 

Kulls  those  prices  to  ours.  So  as  that  happens  then,  you  are  actual- 
/  reducing  the  amount  of  dollars  that  has  to  flow  out  to  the 
Export  Enhancement  Programs. 

Mr.  Grandy.  And  what  happens,  assuming  your  price  on  grain  to 
be  $3.46,  $3.50?  Are  there  trade  provisions  in  the  bill  that  would 
perhaps  protect  a  flow  of  imported  grain  for  ethanol  production? 
Would  domestic  producers  be  in  any  way  protected? 

Mr.  Senter.  Mr.  Grandy,  it  is  a  bushel  and  pound  quota  type 
system.  Certificates  would  be  issued  to  the  farmers.  You  could  not 
sell  commodities  without  certificates  accompan3ring  the  commod- 
ities, such  as  we  have  on  peanuts  and  those  programs  now.  So,  in 
effect,  there  would  not  be  certificates  on  importeof  products,  so  they 
could  not  be  sold  unless  there  was  a  shortage  or  deemed  a  shortage 
of  a  commodity.  Then  the  Secretary  would  have  discretion  to  issue 
some  import  certificates  to  protect  the  American  consumers.  They 
would  be  protected  from  bringing  in  products  and  displacing  our 
domestic  markets. 

Mr.  Grandy.  The  one  thing  that  occurs  to  me  while  you  are  tell- 
ing me  this:  If  we  were  to  perhaps  offer  this  as  a  choice  to  the  farm 
biU  along  with  a  0/92  option,  I  can  just  imagine  what  those  ASCS 
offices  are  going  to  be  like  if  these  folks  are  tr3dng  to  administer 
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three  programs  at  the  same  time.  As  I'm  sure  you  know,  it  is  very 
tough  out  there  now  with  the  paperwork  involved  in  this  one. 

Ik)  you  have  any  thoughts  on  how  we  might  streamline  the  bu- 
reaucracy and  deuver  services  more  effectively  to  producers  and 
participants  if  we  had  a  variety  of  choices  under  the  present  legis- 
lation? 

Mr.  Senter.  If  Harkin-Gephardt  was  added,  if  the  producer  refer- 
endum passed  and  it  went  into  effect,  that  program  would  be  con- 
siderably simpler  than  the  current  programs  we  are  dealing  with — 
all  kinds  of  PIK  certificates;  you  have  got  a  different  program  on 
each  commodity,  and  you  have  got  a  real  mixed  match  of  provi- 
sions. So,  actually,  the  mandatory  program  would  be  simpler  for 
the  ASCS  to  administer,  because  everybody  would  be  the  same. 

Mr.  Grandy.  But  as  it  works,  you  might  have  a  mandatory  con- 
trol program  for  com  but  not  for  beans— right?— depending  on  the 
producer  referendum. 

Mr.  Senter.  That's  right. 

Mr.  Grandy.  So  you  would,  in  a  sense,  be  administering  a  couple 
of  programs  there. 

Mr.  Senter.  Yes,  that  is  right. 

Mr.  Grandy.  OK.  Thank  you  very  much,  Senter. 

I  have  gone  over  my  time,  Mr.  Chairman.  Thank  you. 

Mr.  GucKMAN.  Thank  you. 

First  of  all,  thank  you  both  for  coming.  Let  me  just  mention  a 
couple  of  things.  One  is,  vou  ought  to  be  alert  that  I'm  probably 
going  to  be  dropping  in  a  0/92  bill.  It's  not  going  to  be  this  week,  it 
will  be  probably  early  next  week.  I  want  to  poll  the  conmiittee,  talk 
to  them  a  little  bit,  before  I  decide  exactly  what  to  do. 

If  we  decide  to  go  ahead  with  it  on  a  markup,  it  will  be  a  full, 
open  markup,  but  it  will  contain  a  lot  of  the  concepts  that  we  have 
talked  about  here  today — a  pilot  program,  discretionary,  and  not  at 
all  in  any  way  involved  with  decoupling.  But  you  might  just  keep 
that  in  mind,  if  you  want  to  talk  to  my  staff  about  it  or  an3rthing 
else. 

Mr.  Senter.  What  crops? 

Mr.  GucKMAN.  Wheat  and  feed  grains.  That  is  all  we  have  juris- 
diction over.  I  can't  do  anything  else.  When  we  go  to  the  full  com- 
mittee, that  is  a  possibility  to  expand  it,  but  we  can't  do  anything 
other  than  this. 

I  don't  want  to  lead  anybody  to  believe  we  are  necessarily  going 
to  go  ahead  with  markup,  but  what  I  want  to  do  is  get  a  bill 
dropped  in,  and  then  I  want  to  hear  from  the  Budget  Committee 
and  then  mcdce  a  judgment  on  those  circumstances,  because  I  know 
we  have  to  work  very  quickly  on  this  if  we  go  ahead  with  it. 

We  are  having  a  hearing  next  week  on  targeting  of  farm  bene- 
fits, which  is  something  that  you  just  talked  about.  Mr.  Pennv  and 
Mr.  Dorgan  have  a  bill  to  do  that.  In  that  context,  we  may  also  be 
talking  about  payment  limitations  as  well. 

We  have  a  joint  hearing  next  week  with  the  DORFA  Subcommit- 
tee on  agriculture  exports — maybe.  There  may  be  a  joint  hearing. 
Then  we  also  will  have  a  week  from  today  a  hearing  on  the  mar- 
keting loan  which  Mr.  Grandy  was  talking  to  you  about,  and  at 
that  time  what  we  would  like  to  do  is  get  the  cotton  and  rice  people 
in  and  go  over  in  some  depth  actually  how  it  works.  I  have  heard 
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good  things;  I  have  also  heard  anecdotal  horror  stories  about  it;  so  I 
would  like  to  get  some  feeling  as  to  how  one  would  operate  it  in  a 
program  that  would  be  far  in  scope  much,  much  greater  than  any- 
thing we  are  tcdking  about  in  the  cotton  and  rice  programs  that 
are  much  more  limited,  because  there  just  aren't  very  many  pro- 
ducers out  there.  Soybeans  and  com  are  grown  in  much  bigger 
quantities,  and  therefore  a  program  would  be  enormous  in  scope. 
But  I  think  we  ought  to  take  a  look  at  it,  because  it  does  have  some 
potential  to  it  as  well. 

So  this  gives  the  record  and  the  audience  some  idea  of  where  we 
are  going  in  the  future,  at  least  in  terms  of  discussing  these  op- 
tions. 

We  appreciate  the  witnesses  for  coming.  The  hearing  is  ad- 
journed. 

[Whereupon,  at  1:30  p.m.,  the  subcommittee  was  a4}0umed.] 

[Material  submitted  for  inclusion  in  the  record  follows:] 
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STATEMENT  OF  REPRESENTATIVE  TERRY  L.  BRDCB 

BEFORE  THE  WHEAT,  SOYBEANS,  AMD  FEED  GRAINS  SUBCOMMITTEE 

March  12,  1987 

Mr.  Chairman,  I  appreciate  having  the  opportunity  to  testify 
today  before  ny  colleagues  on  this  subcoauiittee  on  which  I  was  honored 
to  serve  during  the  99th  Congress.   During  that  Congress,  ve  spent 
many  long  hours,  over  the  course  of  several  months,  working  on  the 
1985  Farm  Bill.  We  built  a  coalition  which  put  together  a  five-year 
plan  to  stabilize  the  basic  agricultural  economy  and  to  enhance  the 
competitiveness  of  our  exports. 

Now,  after  barely  a  year  has  gone  by,  the  Administration  wants  to 
propose  changes  in  this  long-debated  legislation  which  the  House 
passed  by  a  vote  of  325  to  96.  The  Administration  wants  to  do  this 
because  they  feel  they  have  found  the  ultimate  answer.  They  say  they 
will  solve  farm  problems  "once  and  for  all."  While  we  certainly  are 
all  in  favor  of  solving  farm  problems  once  and  for  all,  I  appear 
before  you  today  to  oppose  the  Administration's  proposals.  These  will 
only  serve  to  abrogate  a  hard- fought  and  carefully  negotiated  agree- 
ment and  to  open  the  door  to  other  well-intentioned  revisionists,  also 
seeking  the  elusive  goal  of  solving  farm  problems  "once  and  for  all." 

I'm  reminded  of  the  old  story  about  an  agriculture  secretary.   It 
seems  the  secretary  and  his  aides  were  in  an  airplane,  circling  a 
stadium  filled  with  thousands  of  farmers  who  had  gathered  for  a  rally. 
Suddenly,  the  secretary  was  overcome  with  compassion  and  said,  "I 
think  1*11  just  throw  this  $100  bill  out  the  window  and  make  at  least 
one  farmer  happy." 
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"Walt,  Mr.  Secretary,"  an  aide  said.   "I've  got  two  $50  bills  you 
could  throw  out  the  window  and  make  two  farmers  happy." 

The  pilot,  who  had  heard  this  exchange,  couldn't  resist  and  said, 
"Why  don't  you  just  open  the  door  and  jump  out  and  sake  everybody 
happy?" 

It's  true  the  1985  Farm  Act  may  not  make  everybody  happy.  Any 
individual  commodity  group  might  fashion  provisions  whereby  its  produ- 
cers could  fare  better  than  others,  at  least  in  the  short-term,  than 
under  the  current  policy.  Or  one  state  might  devise  a  plan  whereby  it 
might  fare  better  than  another.   But  "opening  the  door"  in  this 
fashion  and  "justing  out"  is  not  the  answer. 

There  is  something  to  be  said  for  working  together;  there  is  much 
to  be  said  for  fashioning  a  five-year  program,  a  policy  to  advance  the 
cause  of  American  agriculture  as  a  whole.  The  Farm  Act  evolved  from  a 
long  debate  among  all  the  interested  parties,  the  result  of  which  was 
a  compromise.  The  compromise  called  for  relatively  rapid  declines  in 
market  support  levels  coupled  with  a  very  slow  decline  in  target 
prices.  We  agreed  that  U.S.  agriculture  should  move  toward  a  more 
market-oriented  posture  in  world  markets.  Since  our  problems  were 
caused  more  by  an  inability  of  the  federal  government  to  control 
spending,  and  not  an  inability  of  farmers  to  produce,  we  agreed  that 
most  of  the  risk  should  be  borne  by  the  federal  government  rather  than 
by  farmers.  We  agreed  to  stabilize  the  farmer's  income  while  allowing 
our  export  markets  time  to  respond,  and  we  agreed  on  a  five-year  plan 
of  action  which  our  farmers  already  have  planned  and  acted  on  in  good 
faith.  We  struck  a  bargain  and  signed  a  contract. 
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Now,  the  Adnlnistratlon  proposes  to  violate  this  contract.  The 
Administration  proposal  deviates  s\2bstantially  from  our  conpromise  by 
reducing  target  prices  nuch  nore  rapidly  than  what  ve  agreed  upon,  and 
it  results  in  an  almost  doll&r-for-^ollar  trade-off  between  goverment 
cost  savings  and  farm  income  losses.   Recent  studies  have  projected 
annual  farm  income  losses  through  1991  at  15  to  20  percent  or  more: 
How  can  a  change  of  this  magnitude  in  net  farm  income  solve  current 
farm  financial  problems  "once  and  for  all"?  Surely,  farmers  will  have 
more  repayment  problems,  foreclosures  will  rise,  and  the  rural  economy 
and  banking  system  will  be  placed  in  greater  jeopardy. 

Much  of  Illinois  including  most  of  my  district  lies  in  the  heart 
of  the  combelt.   Several  counties  in  my  district  rank  in  the  top 
corn-producing  counties  in  the  United  States.   Champaign  County  alone 
produces  approximately  41  million  bushels  on  nearly  300,000  acres  of 
productive  land.   Com  and  soybeans  account  for  nearly  one-half  of  the 
farmers*  receipts  in  Illinois. 

David  Lins,  an  agricultural  economist  at  the  University  of 
Illinois,  recently  conducted  a  study  on  the  impact  of  reduced  target 
prices  on  Illinois  grain  farms.   Lins  states,  "Under  the  1985  Farm 
Bill,  cash  grain  operations  which  are  financially  sound  today  may 
experience  some  decline  in  financial  position  over  the  next  four 
years.**  However,  he  goes  on  to  say,  *'The  Reagan  proposal  would 
dramatically  worsen  the  financial  position  of  these  operators.** 

The  Administration  *  s  proposal  of  a  **o-92**  decoupling  option  might 
be  viewed  by  some  as  a  less  dramatic  deviation  from  our  compromise, 
since  we  did  take  a  step  in  that  direction  with  the  voluntary  **50-92** 
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provision  of  the  Fan  Act.  Hovttvar,  the  Administration**  decoupling 
proposal  side-steps  nearly  all  our  efforts  to  conduct  farm  prograns  as 
economic  policy  and  instead  treats  then  as  social  policy.  Will  not 
decoupled  benefits  be  viewed  as  a  form  of  welfare?  Welfare  which  is 
not  based  upon  need?  I  don't  think  the  American  farmer  wants 
something  for  nothing.  And  I  don't  think  the  federal  government  wants 
to  encourage  that  sort  of  mentality. 

Beyond  this  stumbling  block*  where  is  the  incentive  to  partici- 
pate? Only  those  farmers  with  full-time  job  alternatives  or  low- 
yielding  farms  can  afford  drastic  cuts  in  production,  and  with  no 
minimum  income  guarantee,  those  who  plant  no  acres  may  get  nothing 
should  market  prices  rise  above  target  prices. 

And  what  about  the  landlord-tenant  relationship?  How  long  will 
it  take  the  landlord  to  realise  that  if  he  or  she  can  be  paid  for 
planting  zero  acres  then  the  tenant  is  unneeded?  Young  farmers 
especially  would  be  hurt  by  this  proposal.  According  to  a  recent  Wall 
Street  Journal  article,  the  young  farmers — who  have  survived  when 
others  have  failed— did  it  by  renting  land. 

The  final  numbers  on  participation  in  the  "50-92"  option  are  not 
yet  available.   If  for  no  other  reason,  it  %rould  seem  unwise  to  rush 
ahead  with  a  "0-92"  program  before  a  careful  assessment  of  the 
program's  effects  has  been  made.  Let's  give  the  program  time  to  work. 

And  for  the  farm  program  to  work,  we  need  to  allow  our  farmers  to 
%rork  in  a  stable  economic  environment.  Our  farmers  need  to  be  able  to 
plan,  to  make  planting  decisions,  to  make  judgments  about  how  partici- 
pation in  farm  programs  will  affect  their  production  costs  and  their 
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marketing  Ixicoda.  These  judgments  become  impossible  if  ve  keep 
changing  the  rules  of  the  system. 

In  conclusion,  ve  debated,  ve  forged  a  coalition,  ve  arrived  at 
compromise,  and  ve  made  an  agreement.  It  is  certainly  not  the  best 
possible  bill  for  everyone,  but  it  is  a  decision  ve  made  and  ve  can 
vork  vith.   I  urge  my  colleagues  not  to  allov  the  Administration  to 
violate  our  agreement. 
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TESTIMONY 

SENATOR  RUDY  B0SCHWIT2 

WHEAT,  PEED  GRAINS,  AND  SOYBENAS  SUBCOMMITTEE  OP  THE 

HOUSE  AGRICULTURE  COMMITTEE 

March  12,  1987 

Mr.  Chairman,  I  would  like  to  thank  you  and  your  Conunittee 
for  convening  these  hearings  regarding  various  aspects  of 
agricultural  policy.   I  am  particularly  pleased  that  you  had  the 
foresight  to  hold  this  hearing  on  "decoupling**  and  that  you 
extended  an  invitation  for  me  to  testify  today. 

In  1985  when  Senator  Boren  and  I  introduced  the 
Boshwitz-Boren  farm  bill,  our  plan  was  not  known  as  decoupling 
per  se.   Since  that  time,  decoupling  has  become  the  buzzword  for 
our  concepts.   It  has  also  become  the  buzzword  for  some  other 
ideas  that  are  not  really  decoupling  in  the  true  sense. 

As  originally  envisioned  in  the  Boshwitz-Boren  farm  bill  of 
1985,  decoupling  means  that  we  fundamentally  change  agricultural 
policy.   No  longer  would  farmers  have  any  of  their  planting 
decisions  made  by  the  government.   Total  decoupling  would  mean 
that  fanners  would  produce  crops  solely  according  to  market 
signals  while  sill  receiving  income  support  from  the  government. 

Several  conditions  must  be  met  before  the  planting  decision 
becomes  neutral. 
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(1)  The  income  support  payments  (transition  payments)  must 
be  made  relative  to  a  historic  measure  of  base  and 
yield  or  some  other  fair  standard.   New  farms  created 
by  clearing  land  or  splitting  up  farms  to  avoid  a 
payment  limit  would  not  be  able  to  receive  payments. 

(2)  The  payment  must  be  independent  of  what  is  planted  in 
the  current  year.   The  farmer  can  grow  whatever  he 
wants  —  or  nothing  at  all  —  and  still  get  his  or  her 
payments. 

(3)  The  amount  of  the  payment  must  be  known  in  advance  so 
that  the  farmer  can  make  plans.    It  can  not  be,  for 
instance,  like  a  deficiency  payment  which  gets  smaller 
as  the  market  price  rises  above  the  loan  rate.   If  the 
payment  is  not  reduced,  the  farmer  will  benefit  from 
the  "upside  of  the  market**  as  the  price  rises  above  the 
loan  rate. 

(4)  The  loan  rates  must  be  low  enough  so  that  they  have  no 
influence  on  planting  decisions.   This  means  they  must 
be  set  near  the  variable  cost  of  production.  The 
market  price  and  the  production  capabilities  of  each 
farm  should  be  the  only  factors  which  dictate  the 
decision  of  what  to  plant. 
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(5)    There  roust  be  no  acreage  reduction  requirements  as  a 

condition  for  getting  the  payments.   Currently,  various 
crops  have  acreage  reduction  requirements  ranging  form 
0-35  percent.   Therefore,  planting  decisions  are  skewed 
toward  the  crop  with  the  lowest  set-aside. 

If  these  conditions  are  met,  it  would  be  straight  forward  and 
justifiable  to  phase  down  (and  perhaps  eliminate)  the 
government's  involvement  in  agriculture.   The  income  support 
payments  could  be  reduced  on  a  set  schedule  over  a  period  of 
time.   The  payments  would  be  predictable  to  the  farmer  so  he 
could  plan  his  operations  with  certainty.   They  would  also  be 
predictable  from  the  standpoint  of  the  taxpayer  because  the 
government's  cost  would  decline  year  to  year.   The  overall  effect 
from  decoupling  the  income  support  in  this  way  would  be  to 
eliminate  the  production  incentive  that  currently  comes  from 
government  programs. 

What  I  have  just  described  is  a  "pure"  decoupling.   Since 
that  time  there  are  several  other  options  that  have  been  dubbed 
as  "decoupling". 

The  Senate  Agriculture  Committee  has  reported  out  a  bill  that 
would  provide  what  is  known  as  the  0/92  option  for  producers  of 
1987  crop  winter  wheat  who  have  been  prevented  from  planting 
because  of  weather  problems.   I  understand  that  your  Committee 
has  approved  a  similar  piece  of  legislation.  These  measures  are 
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basically  disaster  payments  and  should  not  be  confused  with 
decoupling. 

The  Administration  has  also  come  forth  with  what  is  known  as 
0/92  option.   Under  this  option  producers  would  not  be  forced  to 
plant  just  so  they  can  get  their  loans  and  deficiency  payments 
regardless  of  whether  or  not  it  makes  sense  for  them  to  plant. 
Tuesday  I  had  a  Minnesota  farmer  call  my  office  In  support  of 
0/92.   He  said  that  last  spring  farmers  were  axle  deep  in  mud 
just  trying  to  run  the  planter  across  the  field  in  order  to  get 
program  benefits.   It  made  absolutely  no  sense  for  them  to  be  in 
the  field.   This  is  a  disaster  case,  but  other  farmers  who  have 
been  in  to  see  me  the  past  few  weeks  are  supporting  0/92  because 
their  variable  costs  of  production  are  high  and  they  would  be 
better  off  to  take  the  deficiency  payments  and  put  their  land  to 
conserving  uses. 

Originally,  I  did  not  support  the  Administration's  0/92 
proposal  because  I  did  not  believe  it  went  far  enough.   It 
decoupled  planting  from  payments,  but  did  not  make  transition 
payments  or  allow  producers  to  plant  whatever  crop  made  sense.  It 
also  maintained  land  diversion  programs. 

However,  I  have  notified  Senators  on  the  Agriculture 
Committee  that  I  intend  to  modify  the  Administration's  proposal 
so  that  it  more  closely  resembles  true  decoupling.   Of  course  I 
know  we  can  not  obtain  complete  decoupling  in  1987,  but  we  can  at 
least  move  in  that  direction. 
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I  understand  the  reluctance  on  the  part  of  Members  of 
Congress  to  make  major  changes  in  the  farm  bill.   In  fact, 
earlier  this  year  I  wrote  a  Dear  Colleague  urging  Senators  to 
"stay  the  course**  with  the  1985  farm  bill.   There  was  absolutely 
no  sense  in  talking  about  a  rewrite  before  the  bill  even  had  a 
chance  to  take  effect.   Though  farmers  may  not  have  liked  the 
1985  farm  bill  when  it  was  signed,  they  were  also  sick  and  tired 
of  trying  to  second  guess  what  Congress  might  do  with  the 
programs. 

Now,  a  year  latter,  I  am  surprised  by  how  many  farm  group 
representatives  tell  roe  that  we  ought  to  leave  the  1985  farm  bill 
alone.  They  reckon  that  the  farm  bill  is  not  so  bad  after  all. 
I  generally  agree  —  but  that  does  not  mean  we  should  stop 
talking  about  farm  policy  or  that  we  should  refrain  from  making 
some  improvements  within  the  framework  of  the  1985  bill. 

I  see  a  modified  0/92  not  a  some  kind  of  farm  bill  rewrite, 
but  as  an  improvement  on  a  fairly  minor  section  of  the  1985 
legislation  called  **50-92**. 

I  have  talked  to  several  farm  group  leaders  who  are  scared  by 
0/92.   Many  of  these  concerns  are  legitimate  and  should  be  taken 
into  consideration.   My  0/92  option  would  take  care  of  roost  of 
these  problems.   Let  roe  explain. 
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The  major  £ears  as  I  see  them  are  as  follow: 

(1)  Producers  would  not  have  a  guaranteed  payment  and 
therefore  would  risk  having  those  payments  reduced  if 
market  prices  rise. 

—  My  proposal  would  take  care  of  this  by  guaranteeing  the 
payment  based  on  USDA's  estimated  deficiency  payment  at 
the  time  of  signup.   Producers  would  know  their  return 
when  when  they  sign  up. 

(2)  Tenants  might  be  discriminated  against  by  landlords  who 
want  to  enter  the  program. 

—  My  proposal  would  require  the  Department  to  use  the 
same  tenant  protection  provisions  that  have  been  used 
successfully  in  the  past  for  such  programs  as  the  1983 
PIK  program  and  current  farm  programs. 

(3)  Producers  of  non-porogram  crops,  including  cattle r 
would  be  put  at  a  disadvantage  if  0/92  farmers  were 
allowed  to  plant  any  crop  they  wanted. 

—  Although  I  believe  we  ought  to  work  toward  free 
planting  in  the  future,  I  realize  that  minor  crops 
could  face  difficulty  if  large  acreages  were  opened  up 
to  compete  against  them.   For  that  reason,  my  proposal 
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would  require  that  producers  put  0/92  land  to 
conservation  uses  only. 

As  far  a  cattle  producers  are  concerned,  I  realize  that 
there  are  differences  of  opinion  among  cattlemen 
regarding  haying  and  grazing  provisions  depending  on 
where  they  are  located. 

For  1987,  no  haying  an  grazing  would  be  permitted  on 
the  new  50  percent  of  the  0/92  underplanted  acreage 
which  would  be  opened  up  for  payment  by  my  proposal. 
In  other  words,  current  law  would  remain  the  same  with 
regard  to  haying  and  grazing  on  50/92  and  ARP  acres. 

For  instance,  if  the  state  requests  and  the  Secretary 
grants  grazing  during  any  five  month  period,  producers 
in  that  state  would  be  able  to  graze  their  ARP  land 
regardless  of  0/92  participation.   However,  they  would 
not  be  able  to  hay  or  graze  on  0  to  50  percent  of  their 
underplantings . 

As  a  practical  matter,  this  means  that  no  more  area 
could  be  put  to  haying  and  grazing  uses  than  is  allowed 
under  current  law. 

(4)       Agribusiness  would  be  hurt  if  too  many  acres  are  put  in 
the  program. 
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—  This  too  is  a  legitimate  concern.   Language  will  be 
included  in  my  proposal  requiring  the  Secretary  to 
limit  participation  in  counties  where  the  local  economy 
might  be  damaged  by  participation  in  0/92.   As  you 
know,  participation  in  the  conservation  reserve  was 
limited  so  that  local  economies  would  not  be  damaged. 

(5)       In  a  similar  vein,  there  is  concern  that  0/92  is  a  huge 
acreage  diversion  in  disguise. 

—  Anyone  who  has  followed  my  activities  in  agricultural 
policy  knows  that  my  goal  is  to  do  away  with  acreage 
diversions  completely.   We  give  away  our  export  markets 
and  transfer  our  comparative  advantage  in  agricultural 
production,  transportation,  and  processing  to  other 
countries  when  we  try  to  force  the  price  up  with 
acreage  diversion  programs. 

0/92  will  not  result  in  massive  acres  going  out  of 
production.   In  fact,  analysis  by  USDA  and  private 
agricultural  consulting  firms  indicate  that  the  regular 
program  is  still  more  profitable  than  0/92  for  produces 
with  average  variable  cost  of  production  and  yield. 

It  only  becomes  a  viable  option  if  a  producer  has  high 
variable  costs  of  production  or  low  yields.   Frankly, 
most  of  our  production  comes  from  operations  that  have 
neither  problem. 
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I  have  just  outlined  some  of  the  more  controversial  issues 
that  have  been  brought  to  my  attention  regarding  0/92  and  hope 
you  see  that  these  concerns  can  be  taken  care  o£  with  carefully 
constructed  legislation. 

Now  I  would  like  to  outline,  briefly,  why  we  should  move 
ahead  with  a  limited  decoupling  in  the  manner  I  have  just 
described. 

First,  and  most  important,  it  is  good  policy  —  it  makes 
common  sense.  Why  in  the  world  should  we  tell  a  farmer  that  he 
or  she  must  plant  to  get  payments  when  such  a  farmer  would  be 
better  off  just  to  leave  the  land  idle?  We  have  a  situation 
today  where  we  are  trying  everything  under  the  sun  to  get  our 
exports  moving  again.   We  are  spending  enormous  amounts  to  reduce 
surpluses  that  have  been  created  in  large  part  by  our  high  loan 
rates  and  subsequent  high  set  asides  which  prevent  us  from 
selling  what  we  can  produce. 

Does  it  make  sense  to  on  the  one  hand  spend  billions  to  make 
our  products  competitive  while  supporting  farm  income  and  on  the 
other  hand  force  farmers  to  keep  producing  the  stuff  when  they 
may  voluntarily  quit  if  given  the  option?  I  say  no  and  bet  that 
most  farmers  would  too.  An  outsider  to  agriculture  would  wonder 
how  we  came  up  with  such  a  convuluted  system. 

Second,  if  we  try  0/92  in  1987  and  it  is  received  favorably 
out  in  the  countryside,  maybe  it  could  lead  to  a  more  complete 
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decoupling  of  income  supports  from  agricultural  business 
decisions.   After  all,  our  efforts  the  past  50  years  to  mesh 
income  support  for  rural  families  with  agricultural  production 
and  pricing  is  one  of  the  major  reasons  farm  policy  does  not  vork 
today. 

Third,  USDA  estimates  that  0/92  will  save  approximately  $400 
million.   Looking  down  the  road  it  seems  clear  to  me  that  deficit 
reductions  this  year  will  require  a  contribution  from  the 
agriculture  committees.   If  we  take  the  opportunity  now  to  save 
this  money  it  will  be  $400  million  less  we  have  to  save  later. 

I  emphasize  now  because  if  we  do  not  act  quickly  it  will  be 
too  late  for  farmers  to  take  advantage  of  the  program.   Planting 
has  already  begun  in  some  parts  of  the  country.   If  we  delay  more 
than  a  couple  of  weeks  the  opportunity  will  be  lost.  Personally, 
I  would  much  rather  take  some  savings  now  by  offering  0/92  than 
having  to  come  back  and  explain  to  farmers  why  their  target 
prices  or  something  else  had  to  be  cut  later  on. 

Mr.  Chairman  and  Subcommittee  Members,  I  appreciate  your  time 
and  the  opportunity  to  testify.   Hopefully,  you  now  see  how  we 
can  overcome  some  of  the  concerns  that  have  been  raised  about 
0/92.   You  may  even  be  able  to  modify  your  Committee  bill  when  it 
comes  to  the  floor  along  the  lines  I  have  suggested.   0/92  makes 
sense  for  agriculture  and  I  urge  you  to  look  favorably  on  any 
legislative  attempt  to  adopt  it  for  the  1987  crops* 

Thank  you. 
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STATEMBMT  OF  BILL  BARTON,  BONUS  CROP  FERTILIZER 
ON  BEHALF  OF  THE  FERTILIZER  INSTITUTE 

Mr.  Chairnan,  Benbers  of  the  connitte«.  The 
Fertilizer  institute*  appreciates  the  opportunity  to 
ei^prees  its  views  on  the  current  state  of  America's 

agriculture. 

The  driving  forces  behind  the  political  debate  in 
the  laath  congress  to  amend  the  1985  Pane  Bill  are  farm 
program  costs  and  record  commodity  surpluses   Several 
proposals  have  cone  forth  that  would  reduce  supply 
others  that  would  attenpt  to  increase  demand   However, 
the  nerita  of  the  debate  for  the  fertilizer  Industry  are 
overshadowed  by  the  fate  of  the  companies  and  employees 
who  work  in  fertlliier  businesses.  Steps  being  taken 
now  to  renove  acres  from  production  to  cut  supply  are 
devastating  the  CJ,s  fertillzei:  industry.  The  only 
debate  in  our  industry  today  is  who  will  survive  to 
enjoy  the  economic  benefits  of  any  solution. 

In  our  business,  the  old  adage,  'There's  no  money  in 
fertilizer  if  there's  no  money  in  farming*  has  long  been 
true.  Today,  however  when  farmers  are  faming  for  the 
"fam  bill*  and  not  for  the  marketplace,  that  old  adage 
no  longer  applies.  Recent  USDA  statistics  bear  out  this 
fact.   In  1986,  net  farm  Income  was  $44  billion,  aft 
all' time  high  yet  the  fertilizer  Industry  suffered  a 
loss  of  $74  Billion  on  sales  of  $4>2  billion.  (These 
figures  are  for  the  first  nine  months  of  1986.  Fourth 
quarter  data  are  expected  to  continue  the  trend.) 

The  facts  are  plain   The  result  finds  the 
fertilizer  industry  on  the  edge  of  economic  ruin.  ' 

Implementation  of  the  19B5  farm  bill  mandates  a 
shrinking  agriculture  base  for  America  resulting  in  a 
major  realignment  in  the  fertilizer  industry.   The 
decline  of  our  industry  will  only  stop  when  policymaker s 
decide  on  the  size  of  agriculture  which  is  wanted  or 
acceptable  in  America.  Charles  Van  Home,  Vice 
President,  Bankers  Trust  predicts  by  1990,  basic 
fertilizer  producers  in  North  America  will  consist  of 
four  or  five  phosphate  producers  five  potash  producers 
and  ten  to  fifteen  nitrogen  producers.  This  compares  to 
58  raw  materials  producers  in  1981.  Even  mote  alarming 
to  rural  America,  Mr.  Van  Borne  predicts  the  number  of 
retail  fertilizer  dealers  will  be  cut  50  percent  by  1990 
(at  this  time  there  are  approximately  14,000  fertilizer 
dealers  nationwide} . 

*TFI  is  a  voluntary,  non-profit  association  whose 
members  represent  approximately  95  percent  of  the 
domestic  fertilizer  production  In  the  United  States. 
TPI's  membership  includes:   producers,  manufaacturers, 
tradees,  retail  dealers  and  distributors  of  fertilizer 
materials.   Its  members  are  major  shippers,  receivers, 
and  exporters  of  fertilizer  and  fertiliser  materials  and 

are  a  vital  link  in  the  nation's  agriculture  system. 
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aSDA  has  conf irned  its  intent  to  doimsize  Aaerican 
agriculture.  In  a  recent  letter  to  TFI  President  Gary 
Myers,  Secretary  Lyng  stated: 

"As  you  know,  we  would  hope  that  acreage  reduction 
programs  could  be  eliminated  in  the  longer  term. 
However,  for  the  immediate  future  as  long  as  we  have 
record  aurpluaes  and  income  and  price  supports  that 
encourage  excess  production,  the  only  way  we  can 
avoid  even  larger  sutpluaea  and  enormous  government 
outlays  is  with  acreage  reduction  programs >' 
USDA  estimates  in  the  Commodity  Credit  Corporation 
fiscal  year  1988  budget  that  6  8.6  million  acres  will  be 
removed  from  production  for  crop  year  1987.  This  could 
easily  extend  above  70  million  acres.   (We  await  the 
outcome  of  the  number  of  acres  enrolled  in  the  10 -year 
conservation  reserve  program  (CRP  and  the  paid  land 
diversion  (PLD)  program  for  corn  for  1987.) 

The  1987  aet -aside  is  the  second  highest  in  history « 
second  only  to  the  78  million-acre  reduction  brought 
about  by  the  1983  PIK  program*   It  is  ironic  that  the 
Congress  today  accepts  a  set -aside  for  1987  which  is 
nearly  identical  to  the  1983  PIK  seipaside  found  then  to 
be  a  terrible  mi  a  take  and  ^  in  economic  disaster  for  ryral 
AmericaT 

xVe  downs 1 i ing  of  0-S  agriculture  will  continue  just 
as  the  policy  of  paying  farmers  not  to  produce  continues 
throughout  1990,  By  then,  it  is  very  likely  that  the 
set^aside  will  have  increased  to  nearly  100  million 
acres  -^  i>e.  45  million  acres  in  the  conservation 
reserve  program  and  another  50  million  required  by  the 
acreage  reduction  program  and  paid  land  diversion. 
Planted  acreage  in  1990  may  be  down  to  265  million  acres 
for  all  crops,  a  25  percent  drop  from  1982  and  down  14 
percent  from  the  305  million  expected  acres  to  be 
planted  in  1987. 

In  order  to  reduce  budget  outlays  and  stop  building 
inventories,  the  political  path  of  least  resistance  has 
been  chosen   pay  farmers  not  to  produce.  This  may  help 
farmers  in  the  short  term  but  does  little  for  the  rest 
of  rural  America,  or  for  farmers,  in  the  long  term. 
Congress  and  the  administration  must  remember  that  they 
are  also  responsible  for  the  lives  of  all  Americans  in 
rural  America,  not  just  the  farmer.  Clearly  economic 
damage  is  being  done  to  our  infrastructure  and  will 
accelerate  as  additional  acres  are  taken  out  of 
production 

The  U.S.  must  provide  the  same  effort  to  increase 
the  demand  for  U.S.  agricultural  products  as  it  does  to 
curtail  production.  We  submit  that  two  things  must  be 
done: 


The  price  of  U.S.  export  commodities  must  be  made 

competitive. 

The  social  aspect  of  farm  income  protection  must  be 

separated  from  production  and  the  economy  of  the  ' 
marketplace. 
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For  all  of  agriculture  to  survive,  the  U.S. 
governnent  must  return  the  management  o£  farms  back  to 
farmers.  Farmers  must  make  planting  decisions  based  on 
the  marketplace,  not  on  benefits  handed  down  by  the 
federal  government.  The  input  industries  —  feed,  seed, 
fertilizer,  fuel  oil  and  farm  machinery  dealers  —  the 
business  backbone  of  rural  America,  should  not  have  to 
shoulder  the  total  cost  of  controlling  supply  to  reduce 
costs  and  inventory  levels. 

The  U.S.  government  must  devote  resources  to 
increase  the  demand  for  U.S.  agricultural  products.   In 
1987,  OSDA  will  spend  approximately  $1  billion  to  store 
and  handle  corn,  some  of  it  the  1984  crop.  In  contrast, 
USDA*s  total  expected  export  promotion  for  corn  in  PL 
480,  Title  I  and  II,  is  $23  million  —  40  times  less.  A 
better  return  on  investment  would  be  to  reverse  this 
emphasis. 

The  fertilizer  industry,  as  do  other  Hain  Street 
businesses  in  rural  America,  expects  its  fate  to  be 
considered  as  Congress  and  USDA  seek  solutions  to  the 
current  economic  problems  in  agriculture. 
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Testimony 

by 

Robbin  S.  Johnson 

Vice  President,  Cargill,  Incorporated 

to  the 

Subcommittee  on  Wheat,  Peed  Grains  and  Soybeans 

House  Agriculture  Committee 

March  12,  1987 


Mr.  Chairman  and  members  of  the  subcommittee,  I  aa 
pleased  to  testify  before  you  today  on  a  relatively  new 
concept  in  farm  policy:   "decoupling.* 

"Decoupling"  is  a  made-up  word  intended  to  express  the 
need  to  break  out  of  the  trap  set  for  U.S.  agriculture  by 
the  structure  of  current  farm  programs.  The  heart  of  this 
problem  is  the  bias  towards  surpluses  built  into  today's 
commodity  programs.  Decoupling  means  breaking  the  link 
between  commodity  prices  and  income  support  in  order  to 
wring  out  this  surplus  bias  while  protecting  farm  incomes 
and  U.S.  competitiveness. 

Current  Law 

U.S.  agriculture  is  entrapped  by  the  commodity- 
specific  structure  of  farm  policy.  Current  commodity 
programs  ensure  minimum  price  levels  through  government 
loans  and  purchases;  tie  income  payments  to  the  volume  of 
production  covered  by  target  prices,  and  impose  land  set- 
asides  to  offset  the  chronic  tendency  to  overproduce. 
This  structure  handicaps  U.S.  farmers  in  five  ways. 
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First,  loan  programs  that  guarantee  roinimam  prices 
provide  foreign  producers  a  safe-harbor-price  below  which 
they  can  sell  without  fear  of  U.S.  competition.  Second, 
protecting  incomes  through  target  prices  over-stimulates 
U.S.  production,  depressing  market  prices  and  increasing 
farmers*  dependence  on  the  government. 

Third,  the  desire  to  contain  costs  and  reduce  surplus- 
es forces  U.S.  cropland  out  of  production — not  just  land 
in  marginal  areas  but  in  prime  producing  areas  as  well. 
Fourth,  farmers*  incomes  are  effectively  capped,  since  any 
rebound  in  market  prices  is  offset  by  a  penny-for-penny 
reduction  in  deficiency  payments. 

Finally,  high  land  retirement  is  a  tax  on  farmers' 
incomes.  As  a  result,  farmers  press  for  higher  target 
prices  to  offset  the  costs  of  set  aside.  The  vicious 
circle  is  thus  completed,  reinforcing  the  original  bias 
towards  surplus. 

In  spite  of  these  problems,  many  farmers  are  reluctant 
to  abandon  the  commodity-specific,  price-dependent  struc- 
ture of  current  farm  law.  Commodity  programs,  after  all, 
are  known  and  familiar  to  farmers  and  the  industry.  They 
maintain  a  cash  flow  by  channeling  substantial  subsidies 
to  farmers  and  rural  areas.  And  in  today's  environment, 
many  farmers  feel  that  piecemeal  reforms  will  only  cut 
their  program  benefits  but  not  eliminate  the  program  bias 
towards  surplus. 
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Decoupling 

Decoupling,  however,  offers  a  way  out  of  this  trap. 
It  does  so  by  divorcing  income  support  from  commodity 
pricing.  To  work,  several  links  between  government  sup- 
port and  commodity  production  decisions  need  to  severed. 

First,  any  floor  put  under  prices  by  comnodity  loans 
must  be  quickly  and  automatically  adjusted  to  changing 
market  forces.   This  might  be  called  "loan  decoupling.* 
It  would  remove  the  articifical  price  floor  that  provides 
foreign  producers  a  safe  harbor  from  U.S.  competition. 

The  next  step  might  be  called  "production  decoupl- 
ing." It  means  that  farmers  should  receive  income-payment 
benefits  regardless  of  what  or  whether  they  produce. 
Farmers  now  are  forced  to  plant  even  if  it  is  uneconomic 
to  do  so  to  preserve  or  enlarge  their  program  eligibility 
for  future  years.  Production  decoupling  would  wipe  out 
this  false  incentive. 

Another  linkage  that  must  be  broken  is  the  connection 
between  market  prices  and  government  payments.  Under  cur- 
rent farm  programs,  rising  prices  automatically  cut  defi- 
ciency payments  an  equal  amount  per  bushel.  In  today's 
environment  of  surpluses,  this  linkage  denies  the  farmer 
any  upside  income  potential.  Worse,  it  forces  farmers  to 
continue  planting  crops  already  in  surplus  as  a  hedge 
against  the  risk  that  rising  prices  will  cut  their  program 
payments.  To  free  farmers  to  make  better  cropping  deci- 
sions, this  linkage  between  benefits  and  prices  must  be 
broken — what  might  be  called  "price  decoupling." 
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Price  decoupling  is  an  important  concept  because  it 
has  the  potential  to  end  the  bias  towards  surpluses  that 
makes  it  virtually  impossible  to  correct  current  market 
imbalances  at  an  acceptable  cost.  Farmers  would  be  £reed 
to  gear  their  annual  plantings  to  market  signals  while 
still  receiving  an  assured  payment  for  the  crop  year. 

As  a  result,  farmers  with  high  production  costs  or 
alternative  income  opportunities  would  cut  output  in 
response  to  low  prices.  Farmers  with  low  production  costs 
or  attractive  local  prices  would  be  freed  to  plant  their 
whole  acreages.  In  either  case,  net  farm  income  improves 
without  an  increase  in  governmental  costs. 

For  the  sector  as  a  whole,  aggregate  output  would  fall 
when  prices  are  abnormally  low.  Land  use  patterns  would 
shift  towards  higher  efficiencies  and  better  returns.  And 
there  would  not  be  the  risk  that  escalating  real  price 
guarantees  would  throw  agriculture  back  into  over-produc- 
tion. The  recovery  would  be  self-sustaining  because 
anchored  in  market  realities. 

Piaally,  as  the  need  for  government  supports  declines, 
reliance  upon  them  can  decrease.  This  does  not  mean 
pulling  the  rug  out  from  under  farmers.  Rather,  it  means 
a  clear  but  orderly  and  gradual  transition,  phasing  down 
income  support  payments  in  a  way  that  provides  meaningful 
assistance  in  easing  the  adjustment  burden.  This  amounts 
to  "income  decoupling.* 

-4- 


Digitized  by 


Google 


142 


Partial  Decoupling 

In  more  normal  times,  farmers  themselves  might  be  the 
most  £orceful  advocates  o£  decoupling.  But  these  are  not 
normal  times.  Excess  stocks  are  at  record  levels.  Real 
prices  are  at  or  near  all-time  lows.  Government  program 
costs  are  a  multiple  of  any  previous  experience.  There 
is,  in  this  environment,  an  uneasy  balance  between  frus- 
tration with  existing  policy  and  fear  of  what  reopening 
farm  law  could  mean. 

So,  one  sees  recognition  that  decoupling  is  needed  but 
reluctance  to  push  it  too  fast.  Instead,  there  is  a  kind 
of  incremental  or  partial  decoupling  creeping  into  the 
policy  debate.  While  I  believe  these  suggestions  move  in 
the  right  direction,  I  also  worry  that  they  will  not  work 
as  they  should  because  of  their  incompleteness.  And  I 
worry  that,  in  the  process,  these  partial  reforms  may  give 
decoupling  a  bad  name. 

For  example,  there  is  a  "0-92"  proposal  that  has  been 
la'o'jeJ  a  form  of  decoupling.  The  central  idea  in  decoupl- 
ing is  that  farmers*  planting  and  investment  decisions 
must  be  made  independent  of  government  prograias.  The 
"0-92**  proposal  falls  short  of  this  goal  in  several  ways. 

First,  the  farmer  gives  up  8  peccent  of  his  payment 
for  not  planting  program  crops  rather  than  planting  them. 
This  leaves  the  system  tilted  in  favor  of  the  farmer  who 
is  piling  up  more  unwanted  surpluses. 
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Second,  "0-92 's*  income  support  still  is  in  the  form 
of  a  deficiency  payment.  This  means  that  the  farmer  who 
chooses  not  to  plant  takes  the  risk  of  having  his  support 
payment  cut  if  market  prices  rise.  Again,  going  along 
with  the  current  program — and  producing  more  surplus 
grain — looks  like  a  safer  approach. 

Third,  there  is  nothing  in  "0-92"  to  change  the  bias 
towards  surplus  of  commodity  programs  generally.  It 
leaves  loan  supports  in  place  to  provide  a  safe  harbor  for 
some  competitors.  It  leaves  income  support  still  a  func- 
tion of  crop  bases  and  target  prices,  continuing  in  place 
the  cause  of  over-production.  And  it  leaves  intact  the 
whole  acreage  reduction  apparatus  as  the  threshold  for 
eligibility  for  supports. 

Consequently,  even  if  0-92  worked  to  bring  down  stocks 
in  the  short  term,  agriculture  soon  would  slip  back  into 
the  old  ways  and  the  old  trap.  That  is  what  happened 
after  the  1983  payment- in-kind  program  took  80  million 
acres  out  of  production.  In  other  words,  the  problem  with 
partial  decoupling  is  its  lack  of  completeness.  Unless 
accompanied  by  further  changes,  "0-92"  will  end  up  like  a 
land  diversion  program  rather  than  like  decoupling. 

Potential  Benefits 

Which  brings  the  discussion  around  to  the  question — 
what  are  the  benefits  of  decoupling? 
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In  the  £ic8t  place,  incoae  benefits  from  the  govern- 
ment would  continue  to  be  available.  There  would  remain 
an  income  safety  net  to  keep  farmers'  incomes  from  falling 
further  as  decoupling  is  implemented. 

Because  decoupling  frees  farmers  to  make  their  own 
decisions,  market  signals  would  immediately  begin  reshap- 
ing supply  and  demand.  That  would  be  bad  news  for  compet- 
itors, as  their  safe  harbor  from  competition  would  be 
removed . 

It  also  would  be  good  news  for  U.S.  farm  incomes. 
High-cost  farmers  would  not  have  to  produce  at  a  loss  to 
qualify  for  payments.  Low-cost  producers  would  not  have 
to  idle  good  cropland  to  qualify.  Most  important,  aggre- 
gate supplies  will  move  more  quickly  into  line  with  market 
demand.  This  creates  an  upside  potential  for  farmers' 
incomes  currently  denied  them. 

Decoupling  also  offers  a  bonus  in  upcoming  trade 
talks.  It  strengthens  the  voices  for  policy  reform  in 
places  like  the  European  Community.  In  past  years, 
resistance  within  the  EC  to  liberalizing  domestic  farm  and 
agricultural  trade  policies  has  been  strengthened  by  the 
belief  that  the  costs  of  America's  surplus-biased  policies 
ultimately  would  force  the  United  States  unilaterally  to 
balance  supply  and  demand. 
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Decoupling  ends  that  surplus  bias.  It  also  makes  U.S. 
policy  much  more  sustainable  and  U.S.  agriculture  more 
competitive.  This  should  prompt  competitors  to  conclude 
that  negotiation  is  a  lower-cost  alternative  than  continu- 
ing their  own  subsidy  policies. 

Farm  policies  structured  along  decoupling  lines  also 
would  be  a  stimulant  to  rural  communities.  By  encouraging 
economic  levels  o£  production  commensurate  with  market 
signals,  it  would  make  the  future  more  predictable  for  all 
rural  businesses.  It  also  should  result  in  the  largest 
agriculture  that  can  be  sustained  profitably,  which  is  the 
only  long-term  foundation  for  rural  opportunities. 

The  key  to  decoupling  lies  in  its  ability  to  achieve  a 
quick,  market-driven  supply  adjustment  and  then  to  avoid 
reversion  to  surplus-stimulating  policies.  This  will  be 
good  for  agriculture  and  rural  economies  generally,  but  it 
does  mean  an  adjustment  for  areas  that  cannot  sustain 
economical  production  over  time.  Certain  high-cost  pro- 
duction areas  will  have  to  shift  into  less  intensive 
enterprises. 

But  it  is  wrong  to  blame  decoupling  for  this  effect. 
Such  an  adjustment  can  neither  be  forestalled  indefinitely 
under  current  policy  nor  under  a  more  heavily  government- 
managed  agriculture.  At  least  with  the  decoupled 
approach,  producers  are  given  a  clear  signal  and  assis- 
tance to  make  the  adjustment. 
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Achieving  A  Recovery 

To  eumnarize,  policies  that  rely  on  conoodity  pricing 
to  confer  benefits  stand  little  chance  of  s^icc^^s  in 
stimulating  a  lasting  agricultural  recovery.  Indeed,  the 
programs  are  part  of  the  problem,  containing  within 
themselves  the  seeds  of  the  next  cycle  of  surpluses  and 
low  prices. 

Decoupling  offers  a  way  out  of  this  trap.  It  deserves 
a  close  look,  an  open-minded  look,  an  immediate  look.  It 
should  not  be  put  off  as  a  policy  whose  time  has  not  yet 
come.  Nor  should  it  be  deferred  several  years  because  of 
fears  of  upsetting  the  compromises  achieved  in  the  1985 
Pood  Security  Act.  It  is  important  to  act  now  because  it 
will  work  to  reduce  surpluses,  rebuild  exports  and  give 
farmers  back  an  upside  to  the  market. 

Thank  you. 
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National  Com 
Growers  Association 

Washingion  OHkc 

lOIS-ISih  Street.  N.W.      Suite  201 

Washington.  DC.  20005 

202/371.14S0 


STATEMENT    OF 

LARRY    JOHNSON 

VICE    PRESIDENT    GOVERNMENT    RELATIONS    COMMITTEE 

NATIONAL    CORN   GROWERS   ASSOCIATION 

BEFORE 

HOUSE  OF  REPRESENTATIVES 

COMMITTEE  ON  AGRICULTURE 
SUBCOMMITTEE  ON  WHEAT,  SOYBEANS  AND  FEED  GRAINS 

ON 

MARCH  12,  1987 


MR.  CHAIRMAN,  MEMBERS  OF  THE  SUBCOMMITTEE,  I  AM  LARRY  JOHNSON, 
VICE  PRESIDENT  OF  THE  GOVERNMENT  RELATIONS  COMMITTEE  OF  THE 
NATIONAL  CORN  GROWERS  ASSOCIATION  (NCGA),  AND  A  CORN  GROWER  FROM 
COLOGNE,  MINNESOTA.   THE  MEMBERS  OF  OUR  ASSOCIATION  APPRECIATE 
HAVING  THE  OPPORTUNITY  TO  TESTIFY  BEFORE  THE  SUBCOMMITTEE  TO  RE- 
VIEW THE  DECOUPLING  CONCEPT  FOR  WHEAT,  SOYBEANS  AND  FEED  GRAINS. 

THE  NATIONAL  CORN  GROWERS  ASSOCIATION  (NCGA)  IS  A  NONPROFIT,  NON- 
PARTISAN ORGANIZATION  WHICH  REPRESENTS  THE  NATION'S  1.3  MILLION 
CORN  FARMERS.   THE  PURPOSE  OF  THE  NCGA  IS  TO  ENHANCE  AND  EXPAND 
THE  USE,  MARKETING,  AND  EFFICIENT  PRODUCTION  OF  AMERICAN  CORN. 
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FIRST,  LET  ME  NOTE  THAT  THE  NATIONAL  CORN  GROWERS  ASSOCIATION 
DOES  NOT  WANT  THE  FOOD  SECURITY  ACT  OF  198  5  REOPENED  AT  THIS 
TIME.   AS  OF  TODAY,  THE  1985  FARM  BILL  HAS  BEEN  IN  PLACE  FOR  CORN 
FOR  19**  DAYS  --  OR  LESS  THAN  7  MONTHS.   THIS  IS  HARDLY  ADEQUATE 
TIME  TO  "JUDGE"  THE  EFFECTIVENESS  OF  A  FARM  BILL  THAT  TOOK  18 
MONTHS  TO  CONSTRUCT  AND  HAVE  SIGNED  INTO  LAW.   THE  NCGA  RECOGNIZES 
SOME  SHORTCOMINGS  IN  THE  FARM  BILL,  BUT  WE  BELIEVE  THEY  CAN  BE  IM- 
PROVED UPON  OR  CORRECTED  WITH  THE  HELP  OF  THIS  SUBCOMMITTEE  AND 
CONGRESS. 

SECONDLY,  THE  NCGA  HAS  AND  CONTINUES  TO  SUPPORT  THE  IMPLEMENTATION 
OF  A  "MARKETING  LOAN"  FEED  GRAINS.   IT  IS  OUR  BELIEF  THAT  THIS  IS 
THE  ONLY  TOOL  THAT  CAN  MAKE  AMERICAN  AGRICULTURE  TRULY  COMPETI- 
TIVE, WHILE  PROTECTING  FARM  INCOME,  REDUCING  OUR  BURDENSOME  SUP- 
PLY OF  STOCKS,  REJUVINATING  THE  RURAL  INFRASTRUCTURE,  AND  PROVID- 
ING AN  ORDERLY  TRANSITION  OF  THE  CORN  INDUSTRY  FROM  SIGNIFICANT 
GOVERNMENT  RELIANCE  TO  MARKET  ORIENTATION.   THESE  GOALS  --  OFTEN 
DISCUSSED  IN  CONTEXT  WITH  DECOUPLING,  0/92  OR  EVEN  SUPPLY  CON- 
TROLS --  HAVE  IN  LARGE  PART  OCCURRED  IN  RICE  AND  COTTON,  THROUGH 
THE  USE  OF  A  MARKETING  LOAN. 

AS  EACH  OF  YOU  KNOW,  WE  EXPRESSED  A  NUMBER  OF  "CONCERNS"  REGARD- 
ING THE  0/92  FARM  PROGRAM  OPTION  THE  FULL  AGRICULTURE  COMMITTEE 
DISCUSSED  ON  MARCH  lOTH.   SIMILARLY,  THE  NCGA  HAS  CONCERNS  WITH 
THE  DECOUPLING  OPTION  BEING  REVIEWED  TODAY  AND  DOES  NOT  SUPPORT 
ITS  IMPLEMENTATION  AT  THIS  TIME. 
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NCGA'S  CONCERNS  WITH  DECOUPLING  WOULD  INCLUDE: 

"••   OPENS  THE  1985  FARM  BILL.   THE  FOOD  SECURITY  ACT  OF  1985 
HAS  BEEN  IN  PLACE  FOR  CORN  FOR  LESS  THAN  7  MONTHS,  MUCH  TOO  SHORT 
A  TIME  TO  TEST  ITS  MERIT  --  ESPECIALLY  WHEN  IT  IS  NOT  ALL  CLEAR 
WHICH  DIRECTION  WE  TURN  NEXT. 

-"   THE  ONGOING  DEBATE  ON  VARIOUS  PROGRAM  OPTIONS  SIMPLY 
CONTRIBUTE  TO  THE  CONFUSION,  FRUSTRATION  AND  INSECURITY  OF  CON- 
TINUITY FOR  CORN  FARMERS.   WE  HAVE  A  FARM  BILL,  WE  SHOULD  TRY  TO 
MAKE  IT  WORK. 

-"   NO  PREDICTABILITY.   THEREFORE,  IT  WILL  BE  EXTREMELY 
DIFFICULT  TO  PROJECT  PLANTINGS,  COMPETITIVENESS  OR  EVEN  ANTICI- 
PATED BUDGET  SAVINGS. 

"-   DURING  THE  TRANSITION  PHASE,  THE  IMPACT  ON  RURAL  COMMUNI- 
TIES AND  TRADITIONAL  AGRICULTURAL  SUPPLIERS  COULD  BE  SIGNIFICANT. 
COUPLED  WITH  THE  CONSERVATION  RESERVE  PROGRAM,  THE  POTENTIAL  FOR 
NEGATIVE  IMPACTS  IS  EXPANDED  GREATLY. 

""  HAS  A  POTENTIALLY  DE-STABILIZING  IMPACT  ON  TENANTS  AND 
RENTERS  OF  FARMLAND.  LANDOWNERS  COULD  OPT  FOR  TRANSITION  BENE- 
FITS WITHOUT  THE  NEED  OF  THE  CURRENT  OPERATOR. 

•""   CLEARLY  HAS  A  DE-STABILIZING  IMPACT  ON  NON-PROGRAM  CROPS 
AND  PRODUCERS.   THEREFORE,  1«*0  MILLION  ACRES  OF  NON-PROGRAM  CROPS, 
OUT  OF  A  TOTAL  OF  *»*»0  MILLION  CROP  ACRES  IN  THE  UNITED  STATES 
WOULD  BE  RADICALLY  IMPACTED. 

-«   GOVERNMENT  PAYMENTS  TO  FARMERS  REMAIN  A  PROBLEM.   IN 
FACT,  DURING  THE  TRANSITION  PERIOD  AS  COMMODITY  PRICES  WOULD 
CONCEIVABLY  RISE,  PAYMENTS  WOULD  BECOME  EVEN  LARGER  THAN  UNDER 
THE  CURRENT  PROGRAM. 

•""   SIMPLY  REMOVING  THE  U.S.  GOVERNMENT  FROM  AN  ACTIVE  ROLE 
IN  AMERICAN  AGRICULTURE  DOES  NOTHING  TO  RESOLVE  THE  DIFFICULTIES 
WE  ARE  CURRENTLY  EXPERIENCING  WITH  NUMEROUS  TARIFF  AND  NON-TARIFF 
TRADE  BARRIERS  THROUGHOUT  THE  WORLD. 

JOHN  CRYSTAL,  WHO  WAS  RECENTLY  NAMED  THE  IOWA  FARM  LEADER  OF  THE 

YEAR  MAY  HAVE  STATED  IT  BEST  IN  THE  MARCH  2,  1987,  EDITION  OF  AG 

WEEK  WHEN  HE  SAID,  "DECOUPLING  MEANS  FARMERS  WILL  HAVE  TO  LEARN 

HOW  TO  MAKE  TRINKETS  AND  DO  ETHNIC  DANCES,  BECAUSE  LIFE  IN  THE 

COUNTRY  WILL  BE  LIKE  LIVING  ON  A  RESERVATION." 

WE  APPRECIATE  HAVING  THIS  OPPORTUNITY  TO  APPEAR  BEFORE  YOU  TODAY, 
AND  I  WILL  ATTEMPT  TO  ANSWER  ANY  QUESTIONS  THAT  YOU  MAY  HAVE  ABOUT 
OUR  TESTIMONY. 
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The  National  Cattlemen's  Association  Is  the  national  spokesman  for  all 
segments  of  the  beef  cattle  Industry— Including  cattle  breeders,  producers 
and  feeders.     The  NCA  represents  approximately  230,000  cattlemen.     Member- 
ship includes  individual  members  as  nfell  as  49  affiliated  state  cattle 
associations  and  23  national  breed  associations. 
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Mr.  Chalman,  thank  you  for  this  opportunity  to  testify  before  your 
subcomnlttee.    Hy  name  is  Chandler  Keys»  and  I  represent  the  National 
Cattlemen's  Association. 

Today,  I  will  discuss  NCA's  views  regarding  the  fani  policy  concept 
called,  for  lack  of  a  better  word,  decoupling.    To  begin  with,  NCA  is  opposed 
to  opening  or  revising  the  1985  Food  Security  Act.    The  cattle  industry 
relies  on  predictability  and  consistency  to  forecast  supply  and  deaand 
forces,  and  any  uncertainty  could  cause  profit  loss. 

The  concept  of  "decoupling"  has  already  caused  confusion  here  In 
Washington.    With  talk  of  0^92,  Boren-Boschwitz,  and  paid  diversion, 
no  one  seeas  to  be  able  to  accurately  define  what  they  aean  by  decoupling. 
NCA  believes  that  Congress  Is  moving  auch  too  quickly  In  fonaulatlng  som 
sort  of  decoupling  scheme  and  overlooking  some  questions  most  commodity  and 
farm  groups  are  asking.    Hopefully,  this  hearing  will  answer  some  of  these 
questions. 

One  of  NCA's  concerns  with  decoupling  deals  with  what  the  fannr  irtll 
do  with  his  land  once  he  Is  'decoupled*.    Mill  he  be  allowed  to  use  his 
land  for  any  purpose  such  as  raising  fruit,  vegetables,  nuts,  hogs,  dairy, 
potatoes,  dry  beans,  hay,  sheep  or  NCA's  chief  concern... cattle 7    Mill 
decoupling  through  direct,  no-strings-attached  payments,  provide  the  In- 
centive for  farmers  to  diversify  Into  non-supported  agriculture?    Nould 
this  diversification  create  havoc  In  the  non-supported  agriculture  community? 
The  cattle  Industry,  along  with  other  supply  and  deaand  agriculture.  Is 
In  a  constant  battle  to  alter  Its  output  one  way  or  another  In  order  to 
lock  In  a  profit.     Encouraging  farmers,  through  decoupling  payments,  to 
expand  Into  our  markets  would  not  only  be  disastrous,  it  would  be  unfair. 
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That  brings  me  to  iqy  next  poltit. 

Where  does  Congress  draw  the  line  on  who  will  receive  payments  and 
Mho  will  not?  If  Congress  decides  to  establish  an  entltleaent  prograa 
for  family  farms,  will  it  only  be  for  family  farms  which  previously 
raised  federally  supported  commodities?  Would  It  be  fair  for  a  corn  farmer 
on  one  side  of  the  road  to  receive  payments  and  be  allowed  to  raise  cattle, 
while  his  cattleman  neighbor  receives  no  payments*  but  has  to  sell  his 
cattle  for  the  same  prices?  Clearly,  the  corn  farmer  and  the  cattleman 
win  have  a  different  bottom  line  when  It  comes  time  to  add  up  their  assets. 

Let  me  make  It  clear  that  NCA  Is  not  here  to  tout  its  free  market 
Industry.  I  am  here  to  let  It  be  known  that  If  Congress  decides  to  decouple 
farm  payments  from  production  of  supported  crops,  the  cattle  Industry 
would  like  to  know  what  will  become  of  the  land  and  who  Is  entitled  to 
the  payments?  These  are  two  of  the  overriding  "big  picture"  questions. 

Let  me  finish  by  reiterating  that  the  Hatlonal  Cattlemen's  Association 
Is  opposed  to  reopening  the  1985  farm  bill.  The  cattle  Industry  Is  wit- 
nessing better  times  for  the  first  time  In  many  years.  Uncertainty  In  our 
Inputs  or  supply  could  Jeopardize  our,  hopefully,  brighter  future. 
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TESTIMONT  FOR 

DAVID  SENTBR»  NATIONAL  DIRECTOR 

AMERICAN  AGRICULTURE  MOVEMENT,  INC. 

Mr.  Chairman  and  nrtembers  of  the  Comnrtlttee,  this  hearing  will 
probably  generate  ntore  unity  than  the  other  hearing  now  scheduled  before 
this  Committee. 

Decoupling  has  become  the  new  word  In  Washington  pertaining  to  farm 
programs.  This  Is  purely  an  effort  to  put  a  new  face  on  a  program  to 
dismantle  farm  programs  and  phase  them  out. 

Decoupling  Ignores  the  problem  of  low  prices  and.  In  fact,  allows 
prices  to  go  even  lower  than  current  legislation.  In  the  administration's 
plan,  they  call  for  a  10%  reduction  In  loan  rates  and  target  prices  per  year. 
We  must  ask  Mr.  President,  how  low  do  you  want  prices  to  go,  $.50  on  com, 
$1.00  on  wheat?  It  should  be  clear  to  everyone  that  lower  prices  hove 
Increased  our  problems,  not  solved  them  I   And,  the  Boren/Boschwltz 
plan  would  lower  commodity  prices,  too.  For  Instance,  when  you 
odd  the  $1.90  com  loan  rate  to  the  $.94  per  bushel  transition  payment.  It 
odds  up  to  less  than  the  $3.03  per  bushel  current  target  price. 

Both  decoupling  plans  will  decouple  thousands  more  from  their 
land  and  decouple  more  main  street  businesses  from  rural  America. 
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The  decoupling  plans  are  in  fact  a  classic  welfare  program  that  would 
benefit  mostly  hobby  farmers.  Doctors  and  Lawyers  would  enjoy 
getting  payments  on  their  100  or  200  acre  farms.  Full  time  commercial 
farmers  would  be  left  with  low  prices  and  no  programs  to  depend  on. 

With  surplus  commodities  still  piled  on  the  streets  and  in  the  barges^ 
to  advocate  a  full  production  plan  is  not  only  ridiculous,  but  it  would  be  a 
disaster. 

Mr.  Chairman,  AAM  hopes  the  decoupling  plans,  will  be  'decoupled' 
from  further  consideration  before  this  committee.  AAM  wants  to  work 
with  all  the  members  to  Improve  farm  policy  but  decoupling  should  not  be 
part  of  the  change. 

The  only  solution  to  the  agriculture  crisis  will  be  a  strict  supply 
management  program  with  higher  loan  rates.  We  will  provide  details 
at  the  proper  time  when  this  committee  takes  up  mandatonj  programs  in  a 
future  hearing. 

Thank  you  Mr.  Chairman  and  we  stand  ready  to  help  in  anyway  possible. 
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sTAimEirr  or  leland  beattt 

DIKECTOS,  FASHES  ASSISTANCE  PS0C3UUIS 

TEXAS  DEPABTOEHT  Of  AC»ICDLTOBE 

BEFOBE  TOE 

SDBCOminTEE  ON  TOEAT,   SOYBEANS  AND  FEEDGRAINS 

or  TOE  HOUSE  A(»iaJLTOSE  COlDinTEE 

Mairch  12,   1987 

Hi.   Chairman  and  Beabers  of  the  Subc(»mittee : 

I  appreciate  this  opportunity  to  testify  before  you  on  the 
concept  of  "decoiq)ling"  fan  income  support  prograifts  froa  fan 
production. 

In  truth,  "decoiq)ling"  has,  since  the  Administration  adopted  the 
term  from  its  natural  parents,  become  a  buzz-vord  vith  little 
specific  meaning.  It  is  understood  to  mean  a  six-year  transition 
program  leading  to  a  complete  free-market  system,  as  proposed  by 
Senators  Boschvitz  and  Boren,  as  veil  as  the  Administration' s 
proposal  for  a  one-or-more-year  program  to  reduce  government 
purchases  of  surplxis  commodities,  reminiscent  of  the  PIE  program  of 
1983. 

In  either  fon,  "decoi^ling"  is  a  short  raip  leading  the 
American  farmer  dovn  to  a  steep  cliff,  with  the  actual  grade  of  the 
raiq)  left  open  to  discussion.  If  the  proposal  is  to  be  seriously 
considered,  a  range  of  likely  consequences  must  brought  into  the 
discussion. 

Possible  genetlts 

In  the  course  of  my  duties  at  the  Texas  Department  of 
Agriculture,  I  vork  with  a  crisis  hotline  and  as  a  result  talk 
extensively  vith  those  faners  suffering  the  most  from  the 
depression  that  continues  in  rural  America. 

Vhen  the  Administration's  "decovEpling"  proposal,  or  "0-92"  as  it 
quickly  became  knovn,  first  appeared,  some  of  these  faners  at 
first  reacted  favorably  to  the  proposal.  One  of  tvo  reasons  for 
the  favorable  reaction  vas  cited  by  virtually  every  farmer: 

1.  The   loan  rate  is  lover  than  the  variable  cost  of  producing 
the  crop,  and  their  balance  sheet  told  them  that  they  vould  be 
better  off  this  year  if  they  got  their  deficiency  payment  vithout 
planting  a  crop:  or 

2.  Operating  credit  is  not  available  (generally  because  of  the 
first  reason),  and  the  "decoi^ling"  proposal  appeared  as  a  vay  to 
stay  alive  another  year. 

Yithin  tvo  veeks,  hovever,  the  unknovns  in  the  Administration 
proposal  had  cooled  the  response  among  these  farmers.  Ihe  primary 
concern  vas  that  the  proposal  was  contradictory:  if  participation 
vere  high  enough  to  drive  up  prices,  a  condition  farmers  favor. 
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then  the  henef its  of  participation  vould  be  lost.  As  a  result,  the 
only  incentive  to  participate  is  a  belief  that  the  program  would 
fail.  Second  vas  increasing  concern  over  continuing  changes  in 
payment  limitations  as  farmers  across  Texas  were  asked  to  return 
payments  from  previous  years  made  under  ASCS-approved  plans. 

Ihese  possible  benefits  are  also  generally  true  of  the 
Boschvitz-Boren  proposal. 

The  Administration  concept  has  nov  made  its  vay  into  an  actual 
technique  adopted  by  this  subcommittee  for  the  1987  wheat  crop«  a 
move  that  should  bring  this  subcommittee  praise  for  effectively 
addressing  disaster  conditions  in  idieat  country. 

Vhat  is  clear,  however,  is  that,  like  the  PIE  program  of  1983. 
this  is  a  technique,  not  a  policy,  and  that  if  adopted  its  ultimate 
success  depends  on  a  thoughtful,  long-term  farm  policy  directed 
toward  specific  goals. 

Possible  cost3  liml  disadvantages 

"Decoupling"  as  a  policy  leading  to  free  market  conditions  has 
considerable  costs  as  well  as  long-term  disadvanges. 

Ihe  primary  costs  of  the  Boschwitz-Boren  approach,  beyond  the 
actual  income  si^port  payments,  are  the  inherent  transition  costs 
such  as  retraining,  relocation,  lost  investment,  and  lost 
opportunity. 

Retraining  will  be  necessary  not  only  for  the  40-50  percent  of 
commercial  farmers  jAio  would  be  forced  out  of  business  before  the 
end  of  the  "transition"  period,  but  also  for  those  in  the  rural 
economy  that  would  be  squeezed  out  along  with  the  farmers. 

Ihe  dangers  of  subsidizing  those  \tbD  have  grown  program  crops  in 
the  past  to  now  grow  non-program  crops  have  been  well-documented: 
there  is  no  value  in  diversification  without  real  economic  value. 

The  endangered  investment  in  farming  operations  has  also  been 
well-documented,  perhaps  most  accessibly  by  the  Farm  Journal. 
"Decoiq)ling"  can  be  expected  to  exacerbate  that  problem,  as  land 
values  drop  even  further  in  response  to  signals  of  ever-diminishing 
returns. 

Perhaps  the  highest  cost  is  the  lost  opportunity  for  economic 
development  in  rural  America.  Because  "decoi^ling"  is  basically  a 
plan  to  reduce  world  agricultural  returns  to  the  absolute  »iiii«ii« 
level,  we  can  forget  hopes  for  rural  economic  development. 


Policy  implications 

Pure  "deco\q)ling",  as  proposed  by  Boschwitz-Boren,  would  also 
abolish  the  price  floor  concept  that  has  been  the  basic  fact  of 
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¥orld  agriculture  for  Bore  than  50  years.  TMs  would  be  the  policy 
ecjulvalent  of  solviog  tlie  ecommic  troubles  of  other  industries  by 
abolishijag  the  liTnmni  vage,  guaranteeing  the  vorkforce  diminishing 
velfare  checks  for  six  years^  and  saying  "Good  luck,  chu]^)s!'' 

The  American  price  floor  has  been  the  regulating  factor  is  vorld 
agriculture  for  50  years,  permitting  the  development  of  indigenous 
agriculture  across  the  world  and  therefore  indigenous  economies, 
permitting  efficiency  increases  in  agriculture  that  greatly 
outstrip  any  other  industry,  and,  when  programs  were  administered 
well,  a  stable  U.S.  farm  economy.  Vhere  those  price  floors  have 
been  weakened  and  punctured  in  the  past  year,  this  proposal  would 
abolish  them  altogether. 

\ 

Yith  this  plan  to  return  to  the  free  market  by  abolishing  the  '  f 
existing  low  agricultural  minimum  wage,  we  tell  the  world  that  we  \ , 
no  Icmger  believe  in  the  inherent  value  of  natural  resources  and 
human  labor,  and  that  we  believe  that  the  international  markets 
should  belcmg  to  those  with  the  sturdiest  peasant  class  idu>  are 
most  willing  to  exploit  their  natural  resources  for  private 
benefit. 


Digitized  by 


Google 


158 


STATEMENT  OF  THE  AMERICAN  FARM  BUREAU  FBOBRATIOH 

FOR  THE  HOUSE  COMMITTEE  ON  AGRICULTURE 

SUBCOMMITTEE  ON  MHEAT,  SOYBEANS  AND  FEED  GRAINS 

REGARDING  "DECOUPLING" 

March  12,  1987 

The  American  Farm  Bureau  Federation  (AFBF)  is  the  nation's  largest 
general  farm  organiiation  representing  more  than  3.5  million  member 
families.  Me  appreciate  the  opportunity  to  submit  a  statement  to  the 
Subcommittee  on  Wheat,  Soybeans  and  Feed  Grains  regarding  the  concept 
of  decoupling  farm  program  payments  from  planting  restrictions  under 
farm  programs. 

When  Farm  Bureau  is  asked  to  comment  on  decoupling,  our  primary 
and  overriding  opposition  to  it  is  based  upon  out  judgment  that 
these  proposals  voald  sabstantialLy  and  EundajnentalLy  amend  the  Food 
Security  Act  of  L985.   We  supported  adoption  of  a  farm  bill  that 
itould  provide  producer  incocne  protection,  market  coenpetitiveneaa  and 
voliiAtary  stocks  reduction  programs.   The  Pood  Security  Act  of  i985 
meets  these  three  basic  criteria  and,  although  the  legislation  is 
imperfect  in  several  areas,  it  should  not  be  fundamentaLiy  lioodlfied 
while  it  is  operating  in  its  first  crop  marketing  year«  The  bill  is  a 
five-year  bill  and  needs  more  tlae  to  accomplish  its  objectives  in  the 
three  important  areas  outlined  above   That  Legislation  contains  many 
diacretlonary  features  such  as  paid  Land  diversion  prograjss  which 
should  be  util  aed  to  address  our  stock  situation  and  would  be  less 
disruptive  to  agriculture  than  a  zero  planting  option. 

The  term  "decoupling"  has  been  used  to  describe  many  different  farm 
program  proposals  and  therefore  is  Imprecise  in  terms  of  def  nition. 
This  Subcoounittee  s  address  ng  what  has  been  terned  as  the 
Admin Latration  a  decoupl  ng  concept  or  a  0/92  program  whereby 
producers  of  farm  program  crops  would  have  the  option  of  not  planting 
on  program  crop  permitted  acreage  and  still  receive  92  percent  of 
the  deficiency  payment.   Other  decoupling  proposals,  however,  would 
go  much  further  in  breaking  the  linkage  between  the  producers* 
responsibility  and  requirements  as  a  condition  of  eligibility  for 
program  benefits  which  include  not  only  income  supplementation  (i.e., 
deficiency  payaents)  but  also  price  support  loans,  storage  payments, 
end  other  forms  of  program  benefits* 

In  addition  to  our  basic  opposition  to  changes  in  the  1985  farm 
bill,  we  have  some  secondary  concerns  about  both  the  sero  planting 
option  and  the  broad-based  decoupling  concept.   If  a  sero  planting 
option  is  provided  to  farmers,  we  are  concerned  about i 

(1)  Landlord/tenant  relationships  being  disrupted  in  spite  of 
well-intentioned  efforts  to  protect  the  tenant. 

(2)  The  lero  planting  option  directly  competes  with  the 
long-term  conservation  reserve  program  making  it  more  expensive 
and  difficult  to  take  the  40-45  million  acres  out  of  production 
that  should  be  enrolled  for  the  purpose  of  conservation  rather 
than  solely  for  production  adjustment. 
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(3)  Producers,  particularly  those  pressured  by  their  bankers,  } 
may  be  misled  into  enrolling  in  0/92  with  the  expectation  of 

an  income  guarantee  that  aay  not  exist  if  certain  supply /demand 
conditiona  matorialiie. 

(4)  Competing  nations  are  likely  to  interpret  this  program  as  an 
opportunity  to  expand  production  abroad  causing  greater  pressure 
on  U.S.  exports. 

(5)  The  zero  planting  option  moves  agricultural  programs  towards 
a  system  whereby  payments  are  made  for  doing  nothing.   This  would 
be  a  fundamental  shift  away  from  policies  of  the  past  55  years 
and  should  be  niare  thoroughly  considered  by  farmers,  ranchers  and 
policy  make t 8  before  being  adopted 

If  Congress  were  to  eon aider  the  broader  concept  of  decoupling, 
AFBF  haa  conoerns  beyond  our  basic  opposition  to  changing  the  1985 
farm  bill.   Some  concerns  in  this  area  arei 

(1)  Income  support  remains  the  only  focus  of  such  a  program 
abandoning  such  important  facets  of  faro  programs  as  market 
stability,  program  features  to  provide  producers  additional 
marketing  tools,  production  adjustment  and  conservation. 

(2)  True  decoupling  renders  this  income  payment  a  true 
entitlement  program  based  solely  on  program  crop  production 
history   Producers  wili  be  denied  benefits  under  such  a  program 
for  no  reason  other  than  choosing  not  to  participate  in  the 
previous  program  or  not  producing  a  program  crop* 

(3)  t^onprogram  cropa  will  be  adversely  affected  by  increased 
competition  that  would  result  not  only  from  market  signals 
encouraging  that  production,  but  also  from  subsidy  payments  that 
would  create  an  advantage  for  previous  program  participants  at  the 
expense  of  the  nonprogram  crop  producer. 

The  decoupling  concept  offers  a  simplistic  solution  to  our  current 
problem  of  excessive  carryover  supplies.   It  also  embraces  the  feature 
of  eliminating  the  need  to  produce  in  order  to  maximise  program 
benefits   Ho  in-depth  analysis  of  its  impact  on  the  structure 
of  agriculture  and  the  response  at  the  farm,  state,  national  and 
international  levels  is  yet  available  however. 

fuiherican  agriculture  needs  stability  and  predictability  in 
operat  ng  under  the  1985  fann  bill  not  greater  uncertainty.  The 
concept  of  decoupling  may  or  may  not  be  a  viable  option  in  the  future, 
but  for  the  time  being,  the  1$8S  farm  bill  offers  U.S.  agriculture  the 
best  practical  response  to  the  problems  facing  our  industry. 

AFBF  looks  forward  to  working  with  the  Subcommittee  to  address  the 
issues  of  importance  to  our  sMmbers  and  to  American  agriculture. 
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ABSTRACT 

Congress  aay  debate  whether  or  not  to  Bodify  the  1985  fern  act  this  year. 
If  Congress  initiates  this  debste  of  policy  options,  NcBbers  will  likely 
exsBioe  a  relatively  new  concept  called  "decoupling."  Under  a  decoupled 
prograa,  farners  would  continue  to  receive  direct  fam  prograa  payments,  but 
would  not  be  obliged  to  grow  coanoditles — prograa  payments  would  be  "decoupled" 
from  production. 

This  report  presents  four  types  of  decoupled  fam  prograas,  and  presents 
arguaents  for  and  against  this  concept. 
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Introduction 

Many  agricultural  policyaakara  have  displayed  Intarast  in  a  lelativaly 
new  approach  to  fam  prograaa  called  "decoupling. **  In  a  nutshell,  this  progxaa 
would  elininate  the  requircaent  that  faraers  produce  certain  co— ndities  in 
order  to  receive  fam  progran  benefits;  production  would  be  separated,  or 
"decoupled**  fron  progran  payaents. 

Soae  confusion  has  arisen  over  the  use  of  the  tera  decoupling.  One  group 
asserts  that  decoupling  should  refer  exclusively  to  a  coaprehensive  fam 
prograa  proposal  under  which  the  Governaent 's  role  in  agriculture  would 
gradually  diminish.  Others  claia  that  decoupling  should  refer  to  a  aore 
limited  change  in  fam  prograBS*-one  which  would  allow  faraers  to  receive 
direct  payaents  regardless  of  whether  or  not  they  harvest  any  prograa 
coaaodities. 

This  paper  presents  general  background  inforaation  on  the  concept  of 
decoupling,  including  a  discussion  of  four  decoupling  proposals  that  have  been 
advanced.  Arguaents  for  and  against  both  the  coaprehensive  and  the  liaited  use 
of  decoupling  are  presented. 
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aACKCRCHJia).  GOALS.  AW)  OPERATION 

Background 

The  concept  of  decoupling  first  eaerged  during  consideration  of  the  1985 
far«  act,  when  Senators  Rudy  Boschwitz  and  David  Boren  introduced  oanibus 
agricultural  legislation  on  May  1,  1985.  Their  bill  was  aiaed  at  gradually 
veaning  farmers  fron  Governnent  price  and  incoae  supports,  while  providing 
"^transition  payiients"  during  the  period  of  adjustaent  to  aarket-based 
agriculture.  The  proposal  was  generally  regarded  as  too  expensive  at  the  ti«e, 
and  was  not  incorporated  into  the  1985  fara  act. 

A  second  decoupling-type  proposal  appeared  late  during  deliberations  on 
the  1985  farm  act,  when  a  plan  developed  by  the  Aaerican  Soybean  Association 
(ASA)  was  considered.  The  proposal,  which  combined  gradually  decreasing 
acreage-based  payaents  with  nurket-orletitcd  price  supports,  failed  to  attract 
enough  support  to  slow  or  divert  aoaentua  behind  the  House  and  Senate 
Agriculture  Coaaittee  versions  of  the  fara  act.V 

Vhile  the  Boschwits/Boren  and  the  ASA  proposals  were  rejected,  a  third, 
■ore  liaited  version  of  decoupling  was  adopted  in  the  fara  act,  in  the  fora  of 
the  "50/92"  provision. 

V  This  pAptT  msumm^A   a  basic  faailiarity  with  coaaodity  prograa 
operations.  For  a  general  introduction  on  this  subject,  see:  U.S.  Library  of 
Congress.  Congressional  Research  Service.  Federal  Fara  Prograas:  A  Priaer. 
By  Penelope  C.  Cate  and  Geoffrey  S.  Becker.  84-232  ENR.  Deceaber,  1984. 
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A  fourth  typ«  of  decoupling— one  that  would  change  tho  30/92  provision  to 
"0/92**— vill  likoly  bo  introduced  by  the  Adainist ration  this  year  as  part  of 
its  FY88  budget  package  for  agriculture. 

What  all  of  these  proposals  have  in  coaion  is  the  separation  of  fara 
prograa  payments  f roa  the  requireaent  that  faraers  continue  to  produce 
coeaodities.  In  the  past,  direct  fara  prograa  payaents  (deficiency  payments ) 
have  been  directly  proportional  to  production:  the  aore  a  faraer  produced — 
regardless  of  aarket  conditions —the  aore  Federal  benefits  be  received.  In 
order  to  receive  any  payaents,  however,  producers  have  been  required  to 
participate  in  acreage  reduction  programs.  To  aaxiaizc  both  their  output  and 
incoaes,  faraers  have  routinely  retired  their  worst  land  froa  production,  while 
cultivating  the  reaaining  acreage  aore  intensely.  Thus,  efforts  to  curb 
production  have  been  "coupled"  to  financial  locatives  to  increase  production. 
The  four  above-aentioned  proposals  would  all  ''decouple"  production  requireaents 
froa  prograa  payaents. 

By  separating  payaents  froa  production,  sponsors  of  decoupling  proposals 
hope  to  achieve  the  following  objectives: 

o  reduce  Federal  spending  on  coaaodity  price  support  loan 
forfeitures  and  storage  costs; 

o  bring  coaaodity  supply  and  desiand  into  balance  by  coapelling 
faraers  to  look  to  the  aarket s  for  their  production  signals; 

o  boost  coaaodity  prices  though  reducing  surplus  stocks; 

o  eliainate  the  contradictions  Inherent  in  current 'policy,  which 
requires  faraers  to  continue  to  produce  while  cutting  back  on 
acreage; 

o  support  fara  incoae. 
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Alchough  tliii  four  proposals  all  than  eartain  objcctivaa,  they  diffar 
aoaewhat  io  oparation.  Tha  followiiig  saction  discussas  hov  tha  various 
dacoupling  proposals  voold  ba  adBlnistarad. 

Boadwrits/Boran  Pacoupling  Fropoaal.  As  originslly  concaivad,  tha 
BoacfavlCs/Boran  bill  was  a  ganaral  fam  bill;  decoupling  was  Just  ona  of  a 
Busbar  of  alaaants.  Tha  bill  had  chraa  goals:  to  ■aintain  fam  iocoM»  to 
ancouraga  full,  aarkat-basad  production,  and  to  aaka  tha  Unitad  Statas  prica 
coapetltive  in  world  ■arkats. 

To  achieve  its  goals,  the  doiKstic  part  of  the  Boscfawits/Boran  plan  relied 
upon  ■arket-dearing  loans  and  so-called  transition  pajMnts.  Tha  transition 
pajaants  would  be  aede  to  far^rs  in  tha  first  years  of  the  prograa.  Unlike 
pnyasnts  to  faraers  under  current  prograas,  however,  which  are  based  on  an 
average  of  the  aaount  that  they  have  produced  in  preceding  prograa  years, 
payaents  under  the  Boschwitc/Boren  bill  would  be  based  upon  a  frosen  historical 
production  record  (average  proven  yield  tiass  crop  bsse).  The  producer  would 
be  paid  regardless  of  whether  or  not  he  harvested  a  single  bushel— supply 
controls  would  not  be  an  eleaent  of  this  prograa.  Transition  payaents  under 
the  Boschwitc/Boren  bill  would  be  "front  loaded"  that  is,  they  would  be 
relatively  large  in  the  beginning  of  the  prograa  and  decline  gradually  in  later 
years.  Also,  the  transition  payaents  would  be  targeted;  that  is,  saall  and 
aediua-sisad  fara  operations  would  receive  relatively  larger  payaents  than 
large  faras. 

The  Adainistration  and  soaa  potentially  syapathetic  lawaakers  reportedly 
thought  the  1985  Boschwits/Boren  proposal  to  ba  too  expansive.  However,  the 
startling  increase  in  coaaodity  prograa  costs  in  FY86  ($25.8  billion— up  45 
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p«rc«at  froa  thm  pnvioiis  year)  has  lad  aoM  policjaakara  to  raasanlat  tte 
Boacfawits/Boran  plao«2/ 

Atrican  Soybaan  Aaaociation  Prepoaal,  In  ald-Aiiguat  of  1M5,  cha 
AMrican  Soybaan  Aaaodatioo  (ASA)  davelopad  a  propoaal  nhicli  aoM  hava  lu^od 
in  with  cha  dacoupling  approachaa.  Tha  ASA  plan,  callad  tha  Far*  Acraage 
Incooa  laatituCion  (FAIR),  vould  hava  alialnatad  cha  cradlcional  aupply 
■anagaaanc  approach  Co  fan  policy  in  favor  of  a  co^inacion  of  diracc  payaanca 
and  nonracouraa  loana.^/ 

Undar  cha  ASA  prograa,  Che  U.S.  DaparCaanC  of  Agricultura  (USOA)  vould 
hava  provided  gradually  decreaelog  direct  ''transfer'*  payMnta  to  producara  of 
prograa  coaaoditiae;  payaente  for  each  fara  would  have  bean  aada  on  cha  average 
acreage  ChaC  had  been  planCed  vith  prograa  cropa  between  1981  and  1985. 
Payaente  would  have  begun  at  $30  per  acre  per  year  for  all  prograa  coaaodities, 
and  would  have  been  lowered  $2.50  per  year  over  a  twenty-year  period. 
Producers  would  also  have  received  nonrecourse  loans  bssed  upon  a  aoving 
average  of  historical  aarket  prices. 

The  ASA  proposal  is  not  expected  to  be  reintroduced  in  its  identical  fora 
in  the  100th  Congreas. 


2/  Tba  Adaidls  tret  Ion  has  gone  on  record  on  this:  "In  retrospect,  said 
Robert  L.  Thoapson  Cb«  Agriculture  Departaent's  departing  chief  econoaiat,  it 
was  probably  a  «lstak«  not  to  have  gone  beck  and  taken  a  doaer  look  at 
decoupling  in  lata  1985."  The  Kational  Journal.  Decoupling.  By  Jonathan 
Ranch.  January  31,  1987.  P.  290. 

V  For  a  aore  coaplete  die  cuss  ion,  see:  U.S.  Library  of  Congress. 
Congressional  Reaaarch  Service.  The  1985  Fara  Bill:  The  Aaericaa  Soybean 
Aasociation  Proposal.  By  Carl  V.  Ek.  85-967  BHR.  Septeaber  25,  1985. 
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PtcottPUM  Provision  in  th«  1985  P«ct  Act«  Thn  1985  Fnra  Act  (P.L.  99- 
198)  took  •  atop  toward  total  dacoupling  in  tha  fora  of  tha  ao-called  "50/92" 
provision.  Undar  this  volontary  provision,  a  faraar  who  grows  progran  crops 
and  participates  in  tha  fam  progran  way  plant  as  littla  aa  50  parcent  of  his 
parsittad  acraage  and  racaiva  up  to  92  parcant  of  tha  deficiency  payaants  ha 
would  have  received  had  ha  planted  all  of  his  paraitted  acreage.  For  axaaple, 
under  the  1987  fan  prograa,  a  wheat  grower  with  a  100  acre  haaa  would  be 
required  to  reaove  27.5  percent,  or  27.5  acres,  frow  production  to  qualify  for 
a  crop  loan  and  100  percent  of  his  deficiency  payMnts  on  72.5  acres.  Under 
the  50/92  provision,  a  wheat  faraer  has  the  option  to  produce  wheat  on  ss 
little  as  36.25  acres,  and  receive  92  parcent  of  the  deficiency  payaants  ha 
would  have  received  had  he  planted  all  72.5  acres •^/ 

Although  final  nuwbert  on  pertlclpation  will  not  be  ready  until  this 
suwaer,  prellainary  estiaetes  by  industry  snd  USDA  officials  indicate  that 
producers  did  not  use  the  50/92  provision  extensively  in  1986.  Officials 
explain  that  liaited  participation  during  the  1986  and  1987  crops  night  bs  a 
siaple  aatter  of  tiaing  and  inforaation;  the  1985  fan  act  was  signed  into  law 
on  Deceaber  22,  1985,  when  nany  faraers  had  alreedy  aade  their  planting 
decisions.  This  year,  the  reason  seeae  to  be  that  aany  faraers  siaply  are  not 
aware  of  the  proviaion. 


^/  Jaracra  receive  92  percent  rather  than  100  percent  of  their 
deflcleacy  p^yaeots  u  a  result  of  a  coaproaise  atteapt  to  estiaate  average 
ucid«n>UQtiDg«   In  the  February,  1987  issue  of  Fara  Journal,  John  Marten,  the 
magmziat't   stAff  econoEslst,  criticised  this  foraula  as  arbitrary,  and  argued 
that  4  "O/IOO"  program  would  reduce  surpluses  snd  cut  USDA  outlays  even  wore 
than  tha  0/92  prograa  being  conteaplated. 
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Ad«lni«tftioo"'»  DacottpUng  Piopo«>l,  AltlMuflh  U  is  aot  y«t  official, 
tha  AdalBlatratloo  say  propoaa  aa  part  of  Ita  FT88  0804  kodgat  packafa  tlMt  tlM 
50/92  provisloo  be  changad  to  0/92.  Aa  tha  daalfaatlon  lapllaa»  a  favMr  voaU 
ba  abla  to  raeaiva  up  to  92  pareant  of  hla  allovabla  daf  idaacj  pagraeata  avaa 
if  ha  plaatad  nothing.  In  tha  asaapla  uaad  abova,  a  vhaat  growar  with  a  baoa 
of  100  acraa  could  allow  all  of  hia  Und  to  Urn  idla  and  atiU  ba  abla  to 
raeaiva  92  pareant  of  tha  daf  leicncy  payaanta  ha  would  hava  racaivad  had  ha  . 
plantad  72.5  acres. 

Senator  Boacfavits  aspresaed  hia  strong  disapproval  of  tha  Adaiaiatratioa'a 
synonyaous  use  of  the  teraa  "decoupling"  and  "0/92."^/  The  latter  pxoviaioa. 
Senator  Boacfavits  contends »  still  retaina  the  stop*and-go  nature  of  traditioaal 
prograas  while  failing  to  addreas  the  probUa  of  asrfcet-raaponaivaaaaa.  la 
addition,  he  adds,  faraers  would  be  required  to  devote  underplanted  acreage  to 
conserving  use;  under  the  Boscfawits/Boren  plsn,  fsraers  would  he  abla  to  plaat 
whatever  thev  want  to,  depending  only  on  aerfcet  prices. 

Senstor  Boschwits  indicated  that  he  resents  the  association  of  hia  plan 
with  0/92  because  it  would  lead  soae  policyaakers  to  believe  that  his  proposal 
had  been  adopted.  He  argues  that  the  Adainistrst ion's  fora  of  decoupling  atill 
skews  fara  production  toward  the  aajor  export -dependent  coaaoditiaa,  auch  aa 
com,  wheat »  and  soybssns;  he  contends  thst  under  a  truly  decoupled  prograa, 
faraera  would  ba  able  to  grow  any  crop  they  believe  they  can  aake  a  profit  on, 
or  they  could  chooae  to  grow  nothing  at  all. 


V  Vorld  Perapactivaa  report.  January  6,  1987.  P.  2. 
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AicwflBfff  PI  PAfot  or  picoarLiwG  ^/ 

■o«clwriti/Bor«n,  Supportsn  of  ths  Botchvlts/Bonn  fora  of  dAcoupliiig  tout  it 
as  a  profraa  tliat  vould  put  an  and  to  tha  contradictory  natura  of  currant 
policy  which,  according  to  Sanator  Botchwitc,  ia  lika  "driving  a  car  with  ona 
foot  on  tha  gaa  and  tha  ochar  on  tha  hraka."*^/  Traditional  farm  prograas— 
including  thoaa  in  f orca  today— hava  attaaptad  to  raduca  turplua  ttocka  by 
raquiring  faratrt  to  taka  land  out  of  production.  To  do  to,  dacoupling 
aupporta  azplain,  prognas  of  far  producan  both  a  ralativaly  high  guarantaad 
■iniaua  prica — tha  nonracouna  loan — along  with  tupplaaental  incoan  supports— 
daficiancy  payacnts.  Bacausa  tha  aaount  of  banafits  has  baan  basad  upon  tha 
nuaber  of  bushals  producsd  in  pravious  years,  farasrs  hava  had  a  strong 
incantivc  to  incrassa  thair  output  by  using  additional  acraaga  snd  to  intansify 
thair  production  on  pcraittad  acreage— at  the  saae  tine  that  USDA  attaapts  to 
reduce  suppliers  through  acreage  cutbacks.  The  result  has  had  a  push-pull 
affect  upon  aggregate  stocks. 

Under  current  prograas  a  faraer  aust  grow  the  prograa  conaodity  in  order 
to  qualify  for  prograa  benefits,  regardless  of  whether  the  aarket  can  abeorb 
the  conaodity.  Supporters  eaphasise  that  when  the  asrket  price  is  lower  than 
the  loan  rate,  tha  Govemaent  winds  up  tsking  title  to  the  conaodity  and  aaking 
atorage  payaents.  Decoupling  would  put  an  end  to  the  absurd  requiraaent  to 
continue  to  produce  aora  than  the  aarket  will  bear,  supporters  contend. 

^/  It  is  not  expected  that  tha  ASA  propoaal  as  originally  conceived 
will  be  reintroduced  during  Che  100th  Congress;  tha  following  pro/con 
discussion  is  therefore  Halted  to  Boschwits/Boran  and  to  the  50/92  and  0/92 
proposals. 

'I    Sanator  Rudy  Boschwits.  Address  prasantad  at  a  eonfaranca  held  by  tha 
Canter  for  the  Study  of  Foreign  Affairs.  Arlington,  VirginU.  Novaabar  25,  1986. 
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Supportsrs  alto  «rgM  that  dacottpllng  wottld  •ncouraft  dlvarslf leatioo  la 
Aaarican  agrlcultun;  aoaa  faraart  voald  appradata  tha  opportanitx  to  atop 
ralaing  com,  whaat,  and  aoybaana,  and  Instaad  grow  vagatablaa  or  apacialty 
crops.  Such  a  trand  aiCht  hava  a  positiva  affact  upoo  aoat  food  prleaa» 
proponaata  add. 

BosdHfits/Boraa  propoaants  dlsaiss  tha  charga  of  unfalmaas— a  crlticiaa 
ralsad  by  faratrs  who  grow  non-prograa  cropc.  Oacoupling  sapportara  contand 
that  over  tha  past  fifty  yaars,  non-prograa  crops  hava  baaa  Indlractly 
banafltlng  froa  traditional  fara  prograas;  in  tha  abaenca  of  thasa  prograaa* 
thay  argue,  aany  producers  who  have  grown  prograa  crops  would  llkaly  hava  growa 
non-prograa  crops  (sunflowers,  potatoes,  etc.)  instaad,  incraaaing  coapatltioa 
and  lowering  prices. 

Boschwits/Boren  supporters  also  contand  that,  through  raaoTing  restraints 
on  production,  their  approach  would  aake  the  United  States  price  coapatitiva  la 
world  coBBodity  aarkets,  allowing  Aaerican  faraers  to  recapture  a  larger  share 
of  international  agricultural  trade. 

Finally,  supporters  point  to  a  recent  study  of  their  plan  by  Reaourcaa  for 
the  Future's  National  Center  for  Food  and  Agricultural  Policy  (RFF).^/  Tha  RFF 
study  concludes  thst  the  Boschwits/Boren  plan  would  increase  exports,  reduce 
Govamaent  expenditures  for  fara  prograas,  and,  over  the  long  tera,  create  a 
aora  efficient  agricultural  sector. 

5Q/?2  and  0/9?,  Soae  fara  groups  have  expressed  guarded  approval  of  the  50/92 
and  0/92  prograas,  contending  it  would  release  faraers  froa  the  obligation  to 

^/  The  Hacioul  Ceat«r  for  Food  and  Agricultural  Policy,  Eanewabla 
Resources  Dlvl«loii  Resources  for  the  Future.  The  1985  Fara  Bill  Revisitadi 
Mideourse  Corrections  or  Stay  tha  Courae?  Vsshington,  O.C.  Fabruarj,  1987. 
Uapaginated. 
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grow  aiUloos  of  addltlonAl  teshsls  of  Mirplas  ooModltiM.  Tbty  btli«v«  tli«t» 
along  with  other  prorltlooo  of  tho  1985  fan  act.  this  approach  alCht  ha  a 
•anslhla  iotaria  solatlon  for  tha  aarploa  atodta  aitoatloa.  and  atj  •▼•n  ralsa 
prlcaa  toatvhat*^/  Thaaa  groups  favor  dacoopUng  only  If  It  la  vtad  on  a 
taaporary  haala* 

Tha  SO/92  and  0/92  plans  vould  b«  particnlarlx  attractlva  to  farMra  ax- 
pariaadng  financial  atraat*  This  fova  of  dacoupling  voold  aalatain  thair  cash 
flow  through  allowing  than  to  continua  to  racaiva  daficiaacy  payatntt,  whila 
giving  thna  a  taaaon't  hraathar  froa  coatly  azpansaa  for  aaad,  fartilisar, 
fual,  and  othar  crop  production  inputs* 

The  0/92  and  50/92  proposals  are  alao  lauded  aa  a  aansihla  asthod  of 
gradually  bringing  down  large  U80A  expenditures  for  handlii«,  tranaportatioa, 
treatasnt,  and  storage  of  conaodlties  forfeited  to  the  Coaaodity  Credit 
Corporation  (CCC)  when  the  loan  rate  exceeds  the  aarfcat  price.  Tha  gradual 
reduction  in  surplus  stocks  is  also  seen  »»   a  way  to  eventually  boost  eonaodity 
prices,  and  thus  reduce  price  and  incoas  supports* 

ARGUMENTS  AGAINST  DECOUPHWC 

Decoupling — ^aa  used  both  in  the  Boschvitc/Boren  and  in  the  0/92  approach- 
has  already  run  into  its  share  of  criticisa  froa  outside  of  agriculture* 
Dubhed  "laying  Farasrs  for  Nothing**  by  the  Baltiaore  Sun,  decoupling  aay  be 


^/  Oasha  Vorld-Harald *  NFO  Official:  "50-92  Plaa"  Could  Help  Pricaa 
Increase*  Oeceaber  12,  1986*  P.  18* 
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■or«  suscsptlUtt  to  poUtleal  criticlsa  than  onrMat  f«n  coiuillLj 
progrM.^0/ 

la  thm  «7M  of  wm  uoBlff^   docooplliif  drops  aoarly  all  offorta  to 
conduct  fan  prograw  aa  aconoaic  pollcf  and  iaatoad  troata  than  aa  aocial 
policy*  lagardlass  of  the  acononlc  truth  or  vladon  of  such  an  approach,  thaaa 
obaarvara  point  out,  nany  farMra  voold  raaant  dacoopling ;  thay  would  likaly 
viair  dacouplad  baatfits  aa  a  fom  of  ualfara  and  niCht  not  partidpata.  A 
ganaral  public  parcaption  of  dacoupling  aa  aalfara  could  arguably  convoy 
problaat  aa  vail,  for  unlika  traditional  naana-taatad  social  valfara  prograaa 
auch  aa  Aid  for  Fanilias  with  Dapandant  Childran  and  Food  Staapa,  dacouplad 
fam  progran  banafita  would  not  be  baaad  upon  naad;  rich  faraara  and  poor 
faraara  alika  would  racaiva  Govemaant  checks  proportional  to  thair  paat 
output* 

Boachwits/Boran  Plan*  Many  critics  of  this  plan  contend  that  debete  ia 
revolving  entirely  around  the  idee  of  decoupling,  rather  than  on  the  far  aora 
significant  issue  of  phaaing  the  Govemaant  out  of  agriculture*  In  ao  doing, 
they  argue,  lawaakers  are  really  following  s  red  herring*  Congress  should 
instead  foots  its  attention  on  the  ultinate  purpoae  of  decoupling,  they  aaaart* 
As  the  nana  iaplies,  the  decoupled  "tranaition"  peyaents  which  would  be  wade  to 
faraara  under  the  Boschvits/Boren  bill  are  intended  to  toke  faraers  out  of 
traditional  fara  prograaa — voluntary  supply  controls  along  with  price  and 


10/  ••Paying  Faraers  for  Nothing."  Editorial*  The  Baltiaora  Sun*  January 
11,  19B7.  P.  6E. 
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Incoat  •upports-'iiito  a  "frM**  aarkst.^V 

ThMc  critics  MMrt  that  Boachvlts/Bovan  aopportara  should  provlda  a 
battar  explanation  of  why,  aftar  SO  yaara  of  gaaarally  aaccaaafal  fan 
prograao,  tha  Padaral  Govanaant  should  ahandoo  fanars  to  tha  vafariaa  of 
vaathar  and  tha  pradatory  trada  practicaa  pravailii^  in  intamational 
co^Mrca.^2/  Dtcoupling  undar  Boac twits /Bore Of  thay  coneluda,  actually 
raprasants  tha  abandooMnt  of  supply  controla,  an  action  which  would  likaly 
craata  inatahility  in  food  pricas,  thua  causii«  hardahip  for  conauMra  aa  wall. 

Boactawits/Boran  critics  also  cita  tha  conduaiooa  of  tha  Rasourcas  for  tha 
Futura  study.  Thay  concada  tha  RFF  findings  that  tha  farw  asport  trada  and 
OSOA's  budget  sight  hanaf it  fron  Boschwits/Boran;  howavar.  thay  alao  point  out 
that  RFF  found  tha  plan  would  causa  "sarloua  iMsdiata  disruption**  in  rn— nitltj 
■arkcts,  and  that,  over  tha  long  run.  Bos chvits /Boron  would  load  to  greater 
Goc  cent  ration  in  tha  U.S.  agricultural  sector.  ^V  Grit  lea  aasart  that  this 
trace-off — a  dwindling  nuaber  of  faaily-sice  farwa— is  unacceptable. 

Many  farmers  who  grow  non-prograa  cropa  are  reportedly  particularly 
troubled  by  tha  BotctMltE/Boren  plan.  Theae  faraers  point  out  that  they  heve 
never  accepted  Govemnsnt  aasistancc,  and  now  actually  feel  threatened  by  fars 

1^/  forwer  DcIcwah  Governor  and  announced  Fresidential  candidate 
Pierre  du  Foot  has  etidorfted  a  aiailar  approach  which  would  reaova  tha 
GoTcmatnt  froa  agiUuIturt  over  a  five  year  period.  Sea:  Du  Pont  Urges 
IMwping  FavB  Price  Supports.  By  David  Ypeen.  Dee  Moines  Register. 
Sapteaber  23,  1986. 

^2/  U.S.  Library  of  Congress.  Congreaaiooal  Reaaarch  Service.  Vhy  Para 
PrograM?  By  Penelope  G.  Gate  and  Geoffrey  S.  Becker.  85-5S6  BMR.  January, 
1985. 

^3/  Tha  Kational  Genter  for  Food  and  Agricultural  Policy,  Renewable 

Rasourcas  Division,  Resources  for  the  Future.  The  1985  Para  Bill  RavUitad: 

Hidcourse  GorrectioM  or  Stay  tha  Gourae?  Vaahington,  D.C.  Pabruary,  1987. 
Unpaginatad. 
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prograw.  PMBUtlag  imtmmn  to  gnm  atj  cnp  oa  tiM  laiii  vkidi  tiMj  iMd 
pf«¥iOMlj  4tiwc«d  to  pncKMi  cnpo— vldtdi  tiM  ■oo^hvits/Bocm  pin  vwld 
•ll«r-«o«ia  <opr— 0  prlcM  for  ■«■  pifi—  ciopo,  tktj  imUtt. 

PlaOly,  tkoM  lo  oom  ^aootioo  ovor  |oot  Imr  foiwn  «oiU4  lOMt  to  tlM 
»o«£lnrlu/BorcD  foiB  of  docoopiiog.    Soao  faia  lootefo  oio  coaeorooi  tkat 
oafottoxod  prodoctioo  ooold  proopt  mild  ooiago  la  «orl4  en—iittty  pricoo  ood 
trade,  M  AMrleaa  farMro  odjMtod  to  tlw  i|w  wokot  cooditiow.    Sow  ii^vt 
•oppUors.  OD  thm  othor  hand,  foar  Joot  tlw  oppooUos     maj  or*  rwicatid  tlMt 
hoavy  raglonal  vlthdraval  of  laaa  prodaetlva  land  f roa  prodactloo  eooU  wroA 
liavoc  la  tba  fara  aiipply  laduatrj,  aa  tliof  coatand  occurrod  la  tha  lf83 
pA7neat*ls-IUad  prograa* 

50/92  ttid  Q/**2.     Soaa  crltlca  of  tlw  0/92  typo  of  doeoiipUi«.  alw  aota  that  tha 
prograa  could  ba  appUad  and  raaovod  froa  oaa  yaar  to  tha  nazt,  daaoonco  tha 
Idaa  aa  balog  a  "quick  fix,**  rathar  than  a  loi«-tara  prograa.     Thay  ate 
concamad  that  USOA  wanta  to  ruah  ahead  with  tha  0/92  prograa  before  the 
offecta  of  the  aore  tentative  50/92  prograa  have  been  carefuUy  aaaaaaed. 
Soaa  crltlca »  for  exaaple.  are  concerned  that  a  0/92  prograa  would  blphon  off 
participation  In  the  Conaenratlon  Reaenre  Prograa  (CEP);  and  at  leaat  one  fara 
group  would  prefer  to  uae  llalted  Pederal  funda  to  beef  up  the  CRP.^^/    Bocauao 
the  CRP  takea  hlghly-erodlble  landa  out  of  product loa  for  at  leaat  ten  yeara* 
It  U  Intended  to  provide  the  dual  beneflta  of  redudi^  aurplua  production  and 
leaaenlng  aoll  eroelon. 


^^/     Intonrlew  with  Robert  Prederlck.  Leglalative  Director,  tha  latloaal 
Grange*     Vaahlngton,  D.C.  Pebruary  18,  1987 • 
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Proponent •  of  50/92  and  0/92  argue  that  this  fora  of  dacoupllng  vould  tav* 
■onay  for  both  faraara  and  tha  Govamaant.  Boacfavltc/Borcn  aupportara  argua 
that  their  plan  would  put  an  and  to  the  haraful  contradict iona  of  current 
policy  which  coapela  faraara  to  produce  cooaoditlea  already  In  aurplua  ao  that 
they  wey  receive  benefits  tied  to  acreage  reduction  prograaa.    Crltlca  of  the 
50/92  and  0/92  prograa  aaaert  that  there  are  better  waya  to  reduce  Govemaent 
ezpendlturea  for  agriculture  while  cutting  production.  Opponenta  argue  that 
the  Boachvltc/Boren  propoaal  la  really  just  a  back  door  aethod  to  reaove  the 
Governaent  froa  Involveaent  In  agriculture;  auch  a  withdrawals  they  contend, 
would  have  grave  consequences  for  both  faraera  and  conauaers. 

Decoupling  la  Just  one  of  aeveral  policy  optlona  that  will  likely  be 
deliberated  by  Congreaa  In  1987.15/  Whether  or  not  It  la  considered  worthy  of 
adoption — and  In  what  forw-vlll  depend  upon  an  nuaber  of  factors.  Including 
export  perforaance,  fara  financial  condltlona,  the  relative  attractiveness  of 
other  fara  prograa  propoaals,  and  the  ultlaate  objectlvea  of  food  and 
agricultural  policy. 


15/  For  a  dlscuaalon  of  aeveral  of  these  propoaala,  aee:  U.S.  Library  of 
Congreaa.  Congreaalonal  Reaearch  Service.  Coaaodlty  Prograa  Optlona  In  1987: 
A  Brief  Introduction.  By  Carl  U.  Ek.  87-77  EN£.  February  3,  1987. 
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TARGETING  PROGRAM  PAYMENTS 


TUESDAY,  MARCH  17,  1987 

House  of  Representatives, 
Subcommittee  on  Wheat,  Soybeans,  and  Feed  Grains, 

Committee  on  Agriculture, 

Washington,  DC. 
The  subcommittee  met,  pursuant  to  notice,  at  9:50  a.m.,  in  room 
1302,  LfOngworth  House  Office  Building,  Hon.  Dan  Glickman  (chair- 
man of  the  subcommittee)  presiding. 

Present:  Representatives  Johnson,  English,  Huckaby,  Penny, 
Jontz,  Volkmer,  Marlenee,  Stangeland,  Roberts,  Emerson,  Smith, 
Schuette,  and  Grandy. 

Staff  present:  Charles  R.  Rawls,  associate  counsel;  Vemie 
Hubert,  assistant  counsel;  John  E.  Hc^an,  minority  counsel;  Fran- 
cie  Monaghan,  clerk;  Greg  Frazier,  Timothy  J.  Galvin,  Bernard 
Brenner,  and  Paulette  Zakrzeski. 

OPENING  STATEMENT  OF  HON.  DAN  GLICKMAN,  A 
REPRESENTATIVE  IN  CONGRESS  FROM  THE  STATE  OF  KANSAS 

Mr.  Guckman.  I  am  sorry  for  the  delay.  We  had  a  caucus  this 
morning  and  it  just  took  longer  than  I  thought. 

Congressmen  Penny  and  Dorgan  are  our  first  two  witnesses  this 
morning. 

Let  me  start  the  hearing  this  morning  by  sa3ring  that  the  pur- 
pose of  this  hearing  is  to  explore  the  option  of  tcurgeting  farm  bene- 
fits as  one  potential  way  of  modifying  existing  programs,  perhaps 
reducing  costs,  and  de€uing  with  a  perception  tnat  exists  in  some 
people's  minds  that  the  bulk  of  farm  benefits  are  going  to  larger 
farms  and  perhaps  folks,  smaller  and  medium  size  farmers,  are  not 
getting  the  share  of  farm  programs  and  farm  program  benefits  that 
thev  should  have. 

Tai^eting  is  a  controversial  concept  because  some  folks  believe 
that  it  turns  farms  programs  into  exclusively  a  needs  based  pro- 
gram, rather  than  a  program  which  is  based  upon  production, 
which  has  been  historiccdiy  what  we  have  utilized  in  connection 
with  farm  programs. 

On  the  other  hand,  we  are  faced  with  the  perception  in  this 
coimtry  that  a  lot  or  at  least  some  folks,  who  are  very  large  pro- 
ducers and  we  have  heard  anecdotally,  at  least  some  of  the  horror 
stories  in  connection  with  that,  are  getting  the  bulk  of  farm  bene- 
fits, and  that  is  not  fair,  nor  is  that  what  was  intended  in  current 
farm  programs. 

The  purpose  of  the  hearing  today  is  to  explore  the  concept  of  tar- 
geting, to  see  if  there  are  some  wa3rs  that  the  programs  can  be 
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modified  to  ensure  better  that  those  folks  who  are  the  bulk  of 
farmers  who  need  assistance  from  the  Government  are  in  fact  get- 
ting it. 

We  have  a  panel  of  witnesses,  including  two  of  our  colleagues,  as 
well  as  two  additional  panels  who  have  some  views  on  the  subject. 

There  is  no  question  that  the  current  farm  program  has  some 
targeting  to  it.  There  is  a  $50,000  payment  limitation  in  deficiency 
payments.  That  is  a  form  of  targeting  because  the  folks  who  are 
over  and  above  that  theoretically  are  not  eligible  for  deficiency 
payments. 

The  problem  has  been  in  recent  years,  the  current  farm  program 
has  been  based  on  low  farm  prices  to  make  us  more  competitive  in 
the  world  markets.  Low  farm  prices  with  high  target  prices  means 
that  more  and  more  people  are  bumping  up  against  the  payment 
limitation.  Therefore,  we  are  seeing  a  greater  trend  toward  poroduc- 
ers  to  look  for  ways  to  get  around  the  payment  limitation.  We  are 
going  to  have  some  hearings  on  that  particular  point  in  the  next 
couple  of  weeks. 

But  the  main  thing  today  is  to  b^in  the  subject  of  concepts,  of 
looking  at  the  concept  of  targeting  benefits  to  see  if  there  may  be 
better  ways  of  providing  payments  to  farmers  than  we  are  current- 
ly doing. 

So  with  that,  I  appreciate  the  witnesses  being  here,  and  I  would 
call  upon  any  member  who  may  want  to  make  quick  opening  re- 
marks. Mr.  Stangeland. 

Mr.  Stangeland.  Thank  you,  Mr.  Chairman.  I  have  two  other 
subconmiittees  meeting  at  10  a.m.,  one  in  dairy  and  one  in  water 
resources,  so  I  will  have  to  ask  to  be  excused.  I  do  have  a  prepared 
statement  that  I  would  wish  to  become  a  part  of  the  record. 

Mr.  GucKMAN.  Without  objection. 

Are  there  any  other  members  who  would  like  to  make  opening 
remarks? 

Mr.  Roberts.  Mr.  Chairman,  I  would  simply  like  to  ask  permis- 
sion to  have  a  statement  be  made  part  of  the  record. 

Mr.  GucKMAN.  Without  objection. 

[The  prepared  statements  of  Mr.  Stangeland  and  Mr.  Roberts 
follow:] 
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STATEMENT  BY  CONGRESSMAN  ARLAN  STAN6ELAND 


Mr.  Chairman  I  would  like  to  say  that  I  support  a  targeting 
approach  for  form  programs.  Targeting  would  reduce  the  costs  of 
these  programs.  And  targeting  would  focus  benefits  where  they  ore 
most  needed— on  the  family  owned  and  operated  form. 

Recently,  I  Introduced  the  "Form  Program  Improvements  Act  of  1987" 
which  would  target  benefits  to  the  mld-§lzed  family  farm  and 
increase  our  export  potential  for  groins  through  a  marketing  loon 
program.  The  bill  establishes  a  target  price  for  wheat  of  $4.40 
per  bushel  on  the  first  15,000  bushels  of  production.  Beyond  that 
level  the  per  bushel  target  price  would  fall  to  $4.  For  corn,  the 
target  price  would  be  $3.05  per  bushel  for  the  first  30,000 
bushels  and  $2.75  per  bushel  for  production  over  that  level.  The 
marketing  loan  plan  would  allow  farmers  to  repay  their  government 
loans  at  either  the  original  loon  rate  or  the  average  dally  market 
price,  whichever  Is  lower.  In  addition,  the  bill  also  authorizes 
the  Secretary  of  Agriculture  to  offer  farmers  the  option  of 
receiving  up  to  92%  of  their  deficiency  If  permitted  planted 
acreage  is  put  into  conservation  use  and  not  into 
production. 

The  time  has  come  to  give  serious  consideration  to  targeting 
benefits  and  I  look  forward  to  the  testimony  that  will  follow  In 
the  hearing  today. 
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CONGRESSHAN  PAT  ROBERTS 

STATEMENT  FOR  WHEAT  &  FEED  GRAINS  SUBCMTE 

3/17/87 

Hearing  on  Targeting 

Thank  you  Mr.  Chairman  for  calling  this  hearing.   This  hearing 
gives  all  of  us  with  concerns,  both  in  Congress  and  in  farm  country, 
the  opportunity  to  study  and  discuss  the  multitude  of  issues  raised 
with  regard  to  the  %iheat,  soybean  and  feed  grains  program. 

I  appreciate  the  efforts  of  my  colleagues  from  Minnesota  and 
North  Dakota.   The  on-going  economic  conditions  in  farm  country 
combined  with  the  complexity  of  the  current  farm  program  continue  to 
hamper  the  eJsility  of  family  farmers  to  cope. 

I  must  admit,  however,  that  I  have  many  concerns  with  regards  to 
targeting  of  program  benefits  based  on  Congress'  or  the  USDA's 
definition  of  who  is  a  "true  family  farmer."  I  would  estimate  that 
we  have  as  many  different  opinions  on  this  definition  as  we  have 
members  of  this  subcommittee,  or  in  the  full  committee  and  the 
Congress  for  that  matter. 

For  year,  the  Federal  government — through  ASCS,  SCS,  Extension, 
agriculture  experts,  etc. — has  been  encouraging  farmers  to  become 
more  efficient.   In  most  cases,  getting  more  efficient  usually  means 
getting  larger  or  combining  resources.   I  have  no  doubt  that  many  of 
this  country's  most  efficient  farmers  will  fall  outside  of  the 
political  and  "ideal"  farm  size  definition. 
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Roberts  statenent — page  two 

In  effect,  the  fara  program  is  already  targeting  benefits  through 
the  $50,000  payment  limitation.  Although  I  know  my  colleague  from 
Kansas  has  hearings  scheduled  on  this  issue,  I  %ranted  to  note  for  the 
record  that  the  payment  limitation  is  effectively  limiting  farm  size 
in  my  district. 

It  seems  to  me  that  if  Congress  is  establish  a  maximum  limit  to 
farm  size  for  payment  purposes,  maybe  we  should  also  explore 
esteJslishing  minimum  limits  as  well.  Along  these  lines,  I  would 
suggest  that  if  target  limits  are  set  to  exclude  full-time  farmers 
because  they're  too  large,  we  should  also  require  that  60  percent  of 
a  farmer's  income  be  from  the  farm  to  exclude  hobby  farmers. 

In  regards  to  the  proposal  by  Mr.  Penny  and  Mr.  Dorgan,  one  of  my 
primary  concerns  is  the  elimination  of  the  generic  certificate 
program.   Nearly  every  farmer  who  has  visited  with  me  about  the  PIK 
program  has  indicated  strong  support  for  the  continued  use  of  these 
certificates. 

I  think  that  %ihat  farmers  like  most  about  PIK  certificates  is  the 
flexibility  they  have  in  marketing  them — more  flexibility  than  any 
other  phase  of  the  program.  That  is  not  to  say  that,  as  with  several 
areas  of  the  current  program,  we  shouldn't  take  a  careful  look  to 
insure  this  program  provision  is  used  in  a  responsible  manner. 
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Roberts  stateattnt— page  three 

Hy  point  is  that  by  eliminating  the  certificate  prograa,  we  vould 
be  doing  away  with  one  of  the  more  positive  aspects  of  the  1985  fars 

bill. 

I'm  also  afraid  that  this  proposal  vould  add  to  the  complexity  of 
the  farm  program  because  producers  would  have  to  deal  with  two  sets 
of  criteria  in  determining  when  they've  reached  the  limit.  Unless 
I'm  wrong,  farmers  would  have  a  20,000  bushel  limit  for  wheat  or  a 
30,000  bushel  limit  for  feed  grains,  as  well  as  the  $50,000  limit  if 
their  operations  included  a  combination  of  %iheat  and  feed  grains  or 
other  program  commodities. 
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Mr.  GucKMAN.  If  there  are  no  others,  Mr.  Penny,  we  are  delight- 
ed to  have  you  here.  Your  entire  statement  will  appear  in  the 
record,  and  you  may  proceed  anyway  you  wish. 

STATEMENT  OF  HON.  TIMOTHY  J.  PENNY,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  MINNESOTA 

Mr.  Penny.  Thank  you,  Mr.  Chairman;  I  appreciate  the  opportu- 
nity to  testify  about  the  concept  of  targeting  farm  program  bene- 
fits. We  are  all  aware  of  the  criticism  of  our  current  Farm  Pro- 
gram. The  costs  have  never  been  higher,  and  at  the  same  time,  we 
have  a  record  number  of  farmers  leaving  the  land. 

Agriculture  has  been  devastated  by  the  decline  in  commodity 
prices  and  the  increase  in  farm  debt.  In  Minnesota  alone  we  have 
lost  thousands  of  family  farms  during  the  last  several  years.  We 
are  also  well  aware  of  the  practice  of  subdividing  farms  for  pay- 
ment eligibility,  and  some  of  the  multimillion  dollar  payments  that 
have  been  made  imder  our  program. 

I  realize  that  not  all  of  our  program  benefits  fall  into  these  cate- 
gories, but  we  can  no  longer  subsidize  the  Crown  Prince  of  Liech- 
tenstein while  our  family  farmers  fail  at  a  record  rate.  Gone  are 
the  davs  when  our  country  can  pay  a  subsidy  on  every  bushel  that 
is  produced. 

We  need  to  develop  an  agricultural  policy  that  clearly  defines 
who  we  want  to  assist  and  is  written  in  such  a  way  that  these 
people  receive  that  support. 

Last  month.  Congressman  Byron  Dorgan  and  I,  introduced  the 
Family  Farm  Targeting  and  Marketing  Act,  which  was  designed  to 
target  benefits  to  small  and  mediimi  size  producers. 

Tliis  program  is  clearly  a  program  designed  with  the  family 
farmer  in  mind.  Under  our  bill,  we  would  place  a  cap  on  the 
number  of  bushels  that  could  receive  program  benefits  at  30,000 
bushels  for  com  and  20,000  bui^els  of  wheat.  A  producer  would 
have  the  option  to  produce  more  than  the  cap,  but  at  that  point, 
the  extra  bushels  would  have  to  be  produced  for  the  market,  and 
not  for  the  Government. 

We  crafted  this  bill  to  give  the  farmer  a  minimum  income,  but  it 
also  gives  maximum  flexibility  in  making  his  or  her  own  manage- 
ment decisions.  They  can  use  the  extra  bushels  they  produce  as 
feed,  sell  them  in  the  marketplace,  or  choose  whatever  course 
works  best  for  their  individual  farm  operation. 

Under  our  current  program,  the  only  option  open  to  farmers  is 
really  to  produce  as  much  as  possible  on  every  acre  they  are  al- 
lowed to  plant. 

The  ability  to  market  the  product  has  little  or  no  bearing  on  cur- 
rent planting  decisions,  because  the  farmers  know  that  they  can 
forfeit  their  grain  at  the  loan  rate. 

Under  our  proposal,  that  farmer  would  not  have  the  option  of 
turning  srain  over  to  the  Government  but  would  have  to  sell  it  in 
the  marketplace  at  the  best  possible  price.  Again,  that  then  re- 
verses our  current  and  past  policy  of  increasing  stockpiles  of  grain 
and  therefore  should  help  reduce  Government  storage  costs. 

We,  in  the  agricultural  community,  need  to  look  ahead  to  the 
future  and  make  changes  that  allow  us  to  compete.  During  the 
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1970's,  a  philosophy  of  bigger  being  better  may  have  been  the  cor- 
rect policy  because  of  increasing  markets  year  after  vear.  But  I  be- 
lieve as  we  move  into  the  1990's,  we  need  to  think  of  targeting  our 
limited  financial  resources  to  family  sized  operations,  and  focusing 
more  attention  on  a  quality  product  that  can  compete  in  a  more 
limited  foreign  nmrket  than  we  have  experienced  in  the  past. 

One  of  the  hallmarks  of  American  agriculture  has  be^  an  abili- 
ty to  adapt.  I  think  that  Congress  and  this  committee  can  take  the 
lead  in  moving  agriculture  in  that  new  direction,  and  I  think  tar- 

feting  is  one  approach  that  will  adjust  to  the  realities  of  the  mar- 
etplace  in  the  ftiture  and  also  accept  the  reality  of  limited  Federal 
resources  and  how  best  to  allocate  those  resources  to  sustain  £amily 
agriculture  in  our  Nation. 

Mr.  Chairman,  I  don't  want  to  get  into  a  detailed  discussion  of 
the  elements  of  our  plan  because  I  think  your  purpose  this  morn- 
ing was  to  focus  on  the  concept  of  targeting.  The  main  sdling  point 
in  our  approach  is  to  have  a  Dushel-based  targeting  system  so  that 
after  a  certain  number  of  bushels,  the  larger  and  laiiger  operators 
would  be  more  at  risk  of  nmrket  fluctuations  in  their  productum. 

We  are  working  with  USDA  and  with  CBO  and  others  to  try  to 
come  up  with  language  to  flesh  out  that  aspect  of  our  bill  that  at- 
tempts to  ensure  that  these  payments  go  to  active  familv  farmers. 

We  want  to  craft  appropriate  language  that  would  make  it  dear 
that  passive  investors  and  corporations  could  not  subdivide  into 
several  farm  operations  as  they  now  do  for  purposes  of  taking  £arm 
program  benefits. 

I  just  wanted  to  put  on  record  that  it  is  our  intent  to  come  up 
with  that  language.  There  is  certainly  something  wrong  under  cu]> 
rent  policy  when  10  percent  of  the  producers  get  40  percent  of  the 
Farm  Prc^am  money,  and  we  don  t  pretend  to  solve  that  simfdy 
with  a  30-bushel  cap.  The  same  problem  that  exists  under  current 

Solicy  could  exist  under  this  bushel-based  payment  system  if  we 
on't  come  up  with  the  proper  definitions. 

We  are  now  in  the  process  of  trying  to  flesh  out  that  provision  in 
our  bill  so  that  that  proper  language  is  drafted  to  make  it  dear 
that  payments  would  go  to  active  family  operators,  and  not  to  pas- 
sive investors,  and  that  the  subdividing  of  corporate  entities  would 
not  be  allowed. 

Mr.  Dorgan  should  be  coming  shortly.  I  expect  that  he  may  have 
some  other  observations  to  add  to  those  that  I  have  made,  but  I 
would  stand  ready  to  answer  any  questions. 

Mr.  GucKMAN.  Tim,  thank  you.  I  just  have  a  couple  of  quick 
questions.  Your  bill  as  currently  structured,  does  not  have  any  tier- 
ing of  target  prices? 

Mr.  Penny.  No,  it  does  not.  It  is  cut  off  at  the  point  at  which  you 
exceed  production  of  80  percent  of  your  base  yield,  or  30,000  bush- 
els for  com;  80  percent  of  your  normal  yield,  or  20,000  bushels  for 
wheat.  So  up  to  that  point,  you  are  given  a  target  price  of  $8.50  for 
com  and  $5  for  wheat.  Above  and  beyond  80  percent  of  your 
normal  production,  or  30,000  or  20,000  bushels,  you  would  not  get 
any  price  protection  from  the  Government  at  all. 

Mr.  GucKMAN.  Byron,  why  don't  you  ^o  ahead.  Tim  has  testified. 
We  have  started  to  get  into  questions  a  little  bit. 

We  are  delighted  to  have  you  here. 
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STATEMENT  OF  HON.  BYRON  L.  DORGAN,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  NORTH  DAKOTA 

Mr.  DoRGAN.  Thank  you,  Mr.  Chairman.  I  will  be  very  brief,  and 
I  apologize  for  my  delay.  I  was  at  two  other  meetings  that  I  could 
not  avoid. 

Let  me  just  say  that  Congressman  Penny  and  I  have  attempted 
to  develop  an  alternative  to  the  present  farm  program  in  wheat 
and  feed  grains  because  we  believe  the  present  Farm  Program  does 
not  addr^  the  basic  philosophy  of  what  we  think  we  should  be 
doing  in  this  country  with  agriculture. 

We  think  that  the  expenditures  on  behalf  of  agriculture  from  the 
Federal  budget  ought  to  be  expenditures  that  are  directed  by  a  phi- 
losophy that  says  we  intend  to  try  to  maintain  a  network  of  family 
farms  in  America. 

There  is  no  such  philosophy  that  exists  today  in  the  Federal  Gov- 
ernment. We  have  a  lot  of  other  things  that  we  talk  about;  we 
want  to  manage  supply,  we  want  to  attempt  to  do  certain  things 
with  our  expenditures,  promote  conservation  and  so  on.  But  there 
is  no  guiding  philosophy  that  says  our  intent  in  this  country  is  to 
try  to  maintain  for  economic,  for  security  and  for  social  reasons  a 
network  of  family  farms. 

We  believe  that  ought  to  be  the  intent.  If  that  is  what  you  be- 
lieve, or  what  we  beUeve,  then  you  craft  a  Farm  Program  in  a 
slightly  different  way  than  the  current  Farm  Program. 

The  current  Farm  Program,  in  my  judgment,  has  tended  over 
the  years  to  reward  bigness.  I  am  not  one  who  believes  that  small 
is  always  beautiful  or  big  is  always  bad.  But  I  do  believe  that  we 
have  to  have  a  Farm  Program  and  a  t€uc  system  in  our  Federal 
Government  that  does  not  provide  artificial  inducements  to  grow. 
Let's  see  growth  based  on  market  incentives. 

Now,  what  we  have  attempted  to  do  in  the  specific  Farm  Pro- 
gram that  we  have  put  together  is  to  say  we  would  like  to  use  our 
resources  differently.  If  we  have  a  certain  amount  of  money  to 
commit  to  price  supports,  and  we  should,  because  that  is  the  bridge 
over  which  family  farmers  are  able  to  travel  when  you  have  inter- 
national price  depressions;  that  ought  not  become  a  set  of  golden 
arches  for  the  biggest  corporate  farms,  which  is  what  it  has  become 
under  current  law. 

Let's  use  the  bridge  effectively  by  using  a  stronger  support  price 
at  the  bottom  for  the  first  increment  of  production  and  when  we 
run  out  of  money,  we  are  out  of  money.  So  we  say  to  the  folks, 
from  the  first  bushel  of  production  up,  we  are  going  to  help  you  as 
much  as  we  can. 

If  you  get  bigger  than  that,  God  bless  you.  We  want  to  give  you 
all  of  our  best  wishes  and  expressions  of  good  luck,  but  we  can't 
afford  to  finance  your  production  aH  the  way  up  the  ladder. 

That  is  essentially  what  we  have  attempted  to  do  with  our  bill. 
There  are  some  farmers  out  there  who  will  say  this  is  radical,  it  is 
unworkable,  but  in  my  judgment,  those  are  people  who  are  partici- 
pants and  beneficiaries  of  a  system  that  is  wrong  and  is  not  work- 
ing. 
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We  would  like  to  change  the  system  to  make  it  right  and  make  it 
work.  We  think  that  is  possible,  and  so  that  is  why  we  have  intro- 
duced our  bill. 

I  just  want  to  add  to  what  I  am  sure  Congressman  Penny  has 
said;  we  appreciate,  Mr.  Chairman,  you  and  the  subcommittee  hold- 
ing hearings  on  this  because  we  tmnk  these  kind  of  hearings  are 
appropriate  to  sort  out  what  can  work  and  what  does  not. 

What  should  our  philosophy  be  and  how  do  we  address  this  prob- 
lem. The  one  thing  that  underlies  all  of  this  is  the  President's  rec- 
ommendation saying  what  we  really  need  to  do  is  to  reduce  target 
prices  to  $3.19  for  wheat  over  3  years. 

Clearly,  that  will  not  work.  TTiat  strategy  of  saying,  "We  want  a 
Farm  Program  that  has  some  supply  management  that  reduces 
market  prices  so  that  we  can  clear  it,"  and  then  come  around  the 
backdoor  and  say,  "Now  that  we  have  reduced  market  prices,  we 
also  want  to  reduce  support  prices."  That  is  a  recipe  for  catastro- 
phe in  my  judgment. 

We  think  there  are  other  alternatives.  I  think  Republicans  and 
Democrats,  working  together  from  the  Farm  Belt,  who  have  the 
same  interest  at  heart,  can  construct  a  more  meaningful  alterna- 
tive. 

Thank  you,  Mr.  Chairman  and  thank  you,  members  of  the  sub- 
committee. 

Mr.  GucKMAN.  Thank  you.  I  am  going  to  avoid  asking  questions 
today  because  the  subcommittee  has  a  bill  on  the  floor  at  noon.  I 
think  this  is  an  interesting  proposal  and  one  that  is  a  good  varia- 
tion—without being  judgmental  about  the  subject  of  mandatory 
controls  in  the  Harkin-Gephardt  proposal.  I  think  that  concept  is  a 
good  counterpoint  to  absolutely  going  down  the  road  to  mandatory 
controls. 

It  may  offer  similar  benefits  to  producers  without  the  constric- 
tions of  the  current  Farm  Program.  I  think  it  needs  to  be  developed 
more,  obviously.  We  are  not  going  to  adopt  it  this  year,  but  I  think 
that  it  is  very,  very  useful  in  terms  of  examining  where  we  want  to 
go,  either  toward  the  end  of  this  farm  bill  or  the  beginning  of  the 
next  one. 

Mr.  Johnson,  do  vou  have  any  questions? 

Mr.  Johnson.  I  don't  have  any  questions,  Mr.  Chairman,  but  I  do 
want  to  say  that  I  appreciate  your  ccdling  us  together  today  to  dis- 
cuss the  proposal  which  I  have  endorsed  as  a  way  to  bring  about  a 
more  equitable  situation  for  family-sized  farmers  in  this  country. 

I  think  we  need  to  begin  the  dialogue  now  about  what  kind  of 
agriculture  do  we  want  in  America  and  what  kind  of  rural  Ameri- 
can are  we  going  to  have.  I  concur  with  Mr.  Dorgan's  comments 
about  how  fundamental  this  bill  is  and  what  kind  of  fundamental 
question  it  addresses. 

The  primary  focus  of  the  targeting  debate  is  H.R.  923,  otherwise 
known  as  the  Dorgan-Penny  bill,  but  which  I  refer  to  as  the 
Dorgan-Penny-Johnson,  since  I  am  the  other  original  cosponsor  of 
the  bill. 

I  think  what  this  bill  does  is  something  that  is  essential  if  we  are 
going  to  maintain  the  credibility  of  our  Farm  Program.  It  directs 
our  limited  resources  to  those  farmers  the  farm  programs  were 
origincdly  intended  to  serve,  the  family  farmer. 
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Mr.  Chairman,  I  hope  the  committee  will  listen  closely  to  what 
our  colleagues,  Mr.  Dorgan  and  Mr.  Penny,  have  to  say.  I  think 
they  deserve  a  great  deal  of  credit  for  beginning  this  dialogue  in 
what  I  consider  to  be  critically  important  to  maintain  and  improve 
agricultural  policies  within  the  Nation. 

I  also  look  forward  to  working  within  the  committee  to  do  all  I 
can  to  promote  H.R.  923,  and  to  perfect  it  so  that  we  can  begin  to 
allocate  our  resources  in  the  most  equitable  and  effective  manner 
possible,  to  preserve  and  maintain  the  family  farm  fabric  in  Amer- 
ica. 

I  don't  have  any  questions  at  this  point,  Mr.  Chairman. 

Mr.  GucKMAN.  Thank  you.  You  and  Senator  Rollings  have  found 
your  name  dropped.  This  bill  will  be  known  as  the  Dorgan-Penny- 
Johnson  bill. 

Mr.  Roberts. 

Mr.  Roberts.  Thank  you,  Mr.  Chairman.  I  want  to  thank  my  col- 
leagues for  coming,  and  I  also  want  to  thank  the  chairman  for 
holding  these  hearings,  to  ostensibly  explore  this  issue. 

I  am  not  too  sure  I  want  to  go  any  farther  than  exploring  it,  but 
I  am  certainly  willing  to  sit  and  to  listen.  I  would  say  to  you, 
Bjrron,  that  some  of  my  farmers  in  my  district,  where  the  average 
size  farm  is  1,000-acres,  and  you  have  indicated  that  you  say  to 
them — God  bless  you;  you  are  on  your  own.  I  think  they  probably 
have  something  in  mind  along  the  same  lines,  but  I  am  not  sure  it 
is  a  blessing. 

^y  biggest  concern  with  all  of  the  targeting  proposals,  and  I  re- 
alize we  have  to  do  something  with  the  budget  and  I  realize  we 
want  to  help  these  small  family  farmers,  whoever  that  might  be. 
But  my  biggest  concern,  and  you  have  heard  me  make  this  speech 
over  and  over  again  in  this  committee,  is  that  targeting  would  in- 
volve the  Federal  Government  and  primarily  the  Ag  Committee 
and  the  USDA,  and  I  guess  for  that  matter,  all  of  Congress,  in 
really  deciding  and  defining  who  the  family  farmer  is.  Who  is  the 
true  family  farmer. 

I  have  made  the  somewhat  caustic  comment  that  as  you  appor- 
tion out  these  benefits,  it  appears  to  me  that  the  true  family  farm- 
ers resides  in  the  districts  of  the  gentlemen  who  sponsor  the  bills, 
as  opposed  to  those  who  do  not. 

I  can  say  on  behalf  of  Mr.  Foley,  Mr.  Smith  of  Oregon,  Mr.  Mor- 
rison of  Washington,  Mr.  Roberts  of  Kansas,  Mrs.  Smith  of  Nebras- 
ka, Mr.  Marlenee  of  Montana — while  I  am  not  speaking  for  them — 
we  do  have  some  real  concern. 

If  you  put  that  higher  target  price  where  you  have  it,  I  think  it 
comes  at  20,000  bushels  of  wheat,  in  Western  Kansas  you  are  down 
to  about  500  acres  as  the  maximum  true  family  farmer  and  every- 
body above  that,  it  is  Grod  bless  you. 

I  do  not  know.  I  wonder  what  is  efficient  and  what  is  big;  just 
because  we  do  not  have  the  rainfall  and  because  we  produce  most 
of  the  wheat  in  this  country,  we  should  not  really  be  discriminated 
against. 

I  am  not  tr3dng  to  pick  a  fight  in  this  regard,  but  I  do  have  that 
concern  about  the  Congress  defining  who  is  a  true  family  farmer, 
as  opposed  to  supply  management. 
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I  am  going  to  give  you  an  opportunity  to  respond  here  in  a 
minute.  I  am  just  getting  wound  up. 

In  addition,  for  years,  we  have  through  ASCS,  our  land  grant 
schools,  extension,  et  cetera,  we  have  been  encouraging  farmers  to 
become  more  efficient,  and  usually,  at  least  in  the  First  District, 
that  means  we  have  had  to  become  larger. 

We  are  already  now  speaking  of  targeting  with  the  new  defini- 
tion that  the  administration  has  come  down  with,  a  $50,000  pay- 
ment limit  and  the  new  ways  we  are  now  defining  a  person  in  the 
reconstitution  business.  We  have  a  growing  storm  of  protest  and 
concern  and  frustration  out  in  my  country  at  the  ASCS  office, 
about  how  farms  are  now  being  reconstituted  and  targeted,  and 
how  the  pajrment  limitation  works;  you  have  ASCS  people  out 
there  saying  you  can't  use  this  kind  of  a  tractor  and  you  can't  use 
that  kind  of  a  tractor,  et  cetera,  et  cetera. 

I  want  to  explore  this  issue,  but  I  would  hope  that  we  would  ex- 
plore it  fully  before  we  actually  get  to  mark  up  on  something  like 
this. 

I  could  go  on  with  about  two  more  concerns,  but  I  think  I  will 
leave  that  for  further  witnesses.  I  do  want  to  give  my  colleagues 
and  friends  an  opportunity  to  respond  to  my  concerns. 

Mr.  DoRGAN.  Mr.  Chairman,  this  is  one  of  those  issues  that  the 
better  you  become  acquainted  with  it,  the  better  you  will  like  it. 
Mr.  Roberts,  the  average  farm  size  in  North  Dakota  is  1,200  acres, 
not  1,000.  No  one  ever  expected,  in  my  judgment,  that  a  Farm  Pro- 
gram was  destined  to  cover  with  price  supports  all  of  the  produc- 
tion of  the  average  size  farm  in  a  district. 

In  fact,  let's  take  1,000-acre  farms,  and  most  of  yours,  I  assume, 
is  dry-land  farming  and  you  have  summer  fallow  down  in  Kansas,  I 
would  think. 

Mr.  Roberts.  I  think  we  have  heard  that. 

Mr.  DoRGAN.  I  recall  you  were  "Mr.  Summer  Fallow"  for  some 
years. 

The  fact  is,  if  you  have  1,000  or  1,200  acres,  our  proposed  ap- 
proach would  indicate  to  you  and  your  banker  and  everjrone  else 
involved  that  on  about  500  of  those  1,200  acres,  you  are  going  to  be 
able  to  raise  some  wheat  and  make  some  money  for  a  change.  I 
think  that  is  an  awfully  good  approach  to  using  Federal  money  to 
offer  price  supports. 

Nobody  has  said  that  because  you  have  a  1,000-acre  farm,  some- 
body ought  to  cover  1,000  acres  of  production.  We  don't  do  it  in  this 
proposal.  You  do  not  get  all  1,000  acres  covered  unless  you  are  very 
inventive  under  the  present  Farm  Program,  and  so  I  am  not  per- 
suaded by  your  suggestion,  timid  as  it  was,  that  this  was  construct- 
ed to  fit  Congressman  Penny's  district  and  my  district. 

That  is  simply  not  the  case.  My  district  apparently  has  la»er  av- 
erage farms  than  yours,  and  I  think  this  approach  would  be  a 
better  approach  than  the  current  system  for  the  mtyority  of  the 
farmers  in  North  Dakota. 

Mr.  Roberts.  Under  vour  plan,  will  a  farmer  be  allowed  to  raise, 
say,  30,000  bushels  of  feed  grains,  and  then  20,000  bushels  of 
wheat,  or  are  you  going  to  have  to  choose  between  one  or  the 
other? 

Mr.  DoRGAN.  You  would  have  to  choose. 
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Mr.  Roberts.  So  there  is  no  substitution. 

Mr.  DoRGAN.  No,  if  I  understand  your  question.  A  farmer  could 
get  payments  on  a  combination  of  wheat  and  feed  grains,  but  he 
would  not  be  allowed  protection  on  both  30,000  bushels  of  corn  and 
20,000  bushels  of  wheat. 

Mr.  Roberts.  The  bill  also  requires  that  pa3rments  be  made  in 
cash.  Does  this  mean  that  we  are  going  to — well,  obviously  you 
would  go  away  from  the  PIK  Program,  as  we  have  known  it. 

Mr.  DoRGAN.  Yes. 

Mr.  Roberts.  I  have  some  other  questions,  but  I  think  I  can  ex- 
plore this  further.  I  do  not  want  to  take  up  the  subcommittee's 
time. 

Just  for  the  record,  I  think  we  could  go  into  how  many  tillable 
acres  we  have,  and  production,  et  cetera,  which  I  think  also  does 
get  into  this  equation. 

I  do  have  some  concerns,  but  I  want  to  really  also  say  that  my 
colleagues  have  come  up  with  possibly  the  best  workable  targeting 
proposied  that  has  maybe  limited  my  blood  pressure  to  a  reasonable 
level  of  any  of  my  colleagues  in  the  House.  I  want  to  commend 
them  for  that. 

Mr.  Penny.  If  I  might,  Mr.  Chairman,  just  add  one  other  com- 
ment on  the  flexibility  that  this  gives  to  producers,  large  and 
small.  By  targeting  to  a  certain  number  of  bushels,  you  give  that 
farmer  plenty  of  flexibility  to  decide  how  many  acres  they  want  to 
grow  those  bushels  on. 

There  is  not  an  incentive  as  under  the  current  Farm  Program  to 
maximize  production  on  every  acre  because  you  have  price  sup- 
ports through  the  loan  program  on  every  bushel  you  can  pull  off 
those  acres. 

So  under  our  plan  you  have  the  ability  to  adjust  your  input  costs, 
the  amount  of  chemiccds  you  use,  and  all  the  rest,  and  you  may 
decide  to  grow  your  20,000  bushels  on  a  few  more  acres  than  you 
typicfdly  grow  them  on.  And  by  adjusting  those  input  costs  it  might 
be  just  as  profitable  to  grow  that  number  of  bushels  on  a  few  more 
acres  than  you  used  to. 

It  does  give  the  farmer  more  control  over  his  own  operation,  in- 
stead of  being  pushed  into  a  situation  where  the  Farm  Program 
almost  insists  that  he  grow  more  grain  than  we  need. 

We  do  think  that  this  is  a  very  market-oriented  concept  because 
there  is  an  awful  lot  of  grain  and  it  is  going  to  have  to  be  grown 
with  a  sensitivity  to  what  the  market  will  pay.  Even  the  grain  that 
is  covered  under  the  target  price  is  going  to  have  to  be  marketed  in 
order  for  that  deficiency  to  be  paid. 

So  we  are  not  going  to  have  price-depressing  surpluses  build  up 
under  this  kind  of  a  system. 

Mr.  GucKMAN.  Thank  you.  Mr.  Volkmer. 

By  the  way,  I  may  just  mention  that  one  of  the  witnesses.  Dr. 
Benbrook,  is  going  to  speak  to  some  of  the  points  that  Mr.  Roberts 
raised  in  his  statement. 

Mr.  Volkmer.  First,  of  all  I  would  like  to  say,  I  get  confused  with 
the  Summer  Fallow  Gentleman  from  Kansas,  talking  about  his 
1,000-acre  farm  and  producing  so  many  acres. 
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The  gentleman,  on  that  summer  fallow,  the  1,000-acre  farm 
would  produce  on  only  500  acres  per  year;  is  that  correct?  Approxi- 
mately. 

Mr.  Roberts.  Yes,  that  is  the  case.  We  are  talkinfi^  about  a  situa- 
tion now  where  summer  fallow,  once  the  proud  Indian  princess  of 
my  country,  has  not  been  utilized  to  the  extent  that  she  should  be 
in  regard  to  the  current  pro-am  problems  that  we  have  experi- 
enced. But  that  is  the  typiccd  example  that  we  have  used  to  the 
gentlemen  when  we  have  tried  to  get  a  little  conservation  credit  in 
the  Farm  Program. 

But  let  me  point  out  that  we  have  many  farms  much  larger  than 
that,  as  has  the  gentleman  from  North  Dakota. 

Mr.  VoLKMER.  I  understand  that.  I  just  wanted  to  clear  that  in 
my  mind. 

Mr.  Roberts.  Well,  if  the  gentleman  would  continue  to  yield,  I 
understand  that  all  of  your  farmers  get  the  higher  target  price, 
and  a  lot  of  mine  do  not.  I  fully  understand  that  and  that  the  in- 
centive under  this  program  would  be  for  you  folks  to  really  get  into 
wheat  production,  which  I  know  you  would  at  least  like  to  have 
that  option  at  that  higher  target  price,  which  is  the  point  I  was 
tr3dng  to  make. 

Mr.  VoLKMER.  Well,  I  agree  that  under  the  gentleman's  proposal, 
probably  90  percent  of  my  wheat  producers  would  get  a  full  pay- 
ment for  the  full  amount,  but  they  wouldn't  get  up  to  the  $50,000. 

Mr.  Roberts.  EJven  the  ones  down  on  the  levee 

Mr.  VoLKMER.  They  would  get  the  full  target 

Mr.  Roberts.  Even  the  ones  down  on  the  levee,  they  want  the 
disaster  assessments  before  the  floods. 

Mr.  Volkmer.  No,  they  don't  produce  wheat  down  there.  That  is 
soy  beans  and  feed  grain  down  there.  There  is  no  wheat  down  in 
that  area. 

And  the  gentleman  realizes  that  the  bases  for  wheat  in  my  dis- 
trict are  very  small,  and  today  you  are  not  going  to  be  able  to  in- 
crease that  base  appreciably.  So  I  think  we  have  to  recognize  that, 
also. 

I  just  want  to  let  the  gentlemen  know  that  I  have  in  the  past — as 
I  remember  the  1985  farm  bill  when  we  tried  to  get  a  similar  con- 
cept into  the  1985  farm  bill  and  were  not  successful. 

But  with  reconstituting  coming  down  the  line,  I  think  we  should 
really  keep  that  on  so  that  we  would  prevent  some  of  the  occur- 
rences that  have  occurred  in  the  past  out  there  in  the  country  on 
reconstituting  farms.  If  we  had  that  to  what  you  are  proposing, 
then  I  think  we  really  have  done  something  as  far  as  meaningful 
reform  in  payments  to  producers;  do  you  agree  on  that?  Both,  to- 
gether? 

Mr.  DoRGAN.  There  has  to  be  enforcement  and  compliance  mech- 
anisms to  deal  with  today's  program  or  tomorrow's  program.  The 
problems  are  no  greater  or  lesser  with  our  program  than  with 
today's  current  Farm  Program.  We  have  to  deal  with  that. 

Mr.  Volkmer.  That  has  to  be  dealt  with. 

Mr.  DoRGAN.  Absolutely. 

Mr.  Volkmer.  And  the  other  thing  I  think  we  have  to  realize  is 
that — and  I  think  you,  Mr.  Dorgan,  made  the  stetement  that  the 
program  is  not  to  guarantee  everybody  that  they  are  going  to  get  a 
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deficiency  payment  on  every  bushel  that  they  produce.  That  is  not 
what  it  is  today. 

I  think  that  that  is  the  key  to  your  program,  that  we  have  to  rec- 
ognize that.  What  do  we  have  to  pay  and  how  much  on  in  order  to 
get  some  of  these  farmers  in?  I  think  even  some  of  the  gentleman 
from  Kansas'  farmers  will  stay  in  the  program  with  your  targeted 
concept.  It  is  going  to  be  a  lot  better  than  not  being  in  the  pro- 
gram. 

Right  now,  some  of  these  large  producers  are  getting  quite  a  bit 
of  payment  more  than  he  would  for  r^ular  production  if  they  were 
out  of  the  program.  At  the  present  time,  I  feel  that  there  have  been 
excesses  in  the  present  program  and  I  think  this  conmiittee  should 
seriously  consider  this  proposal  for  1988. 

Mr.  GucKMAN.  Thank  you,  Mr.  Volkmer.  Mr.  Emerson. 

Mr.  Emerson.  No  questions. 

Mr.  GucKMAN.  Thank  you.  Mr.  Grandy. 

Mr.  Grandy.  I  must  say  that  I  talk  a  lot  about  targeting  back 
home  and  it  plays  to  mixed  reviews.  It  almost  depends  on  the  town 
you  are  in. 

According  to  your  figures  on  com,  you  are  almost  exactly  at 
where  the  Farm  Bureau  figured  the  average  family  farm  in  Iowa 
is,  which  is  right  around  300  acres  or  so.  I  get  a  lot  of  producers 
calling  me  expressing  concerns  about  the  new  15  percent  increase 
in  the  diverted  acre  payment  projected  for  this  year  because  they 
are  going  to  bump  up  against  the  ceiling  on  that. 

I  guess  what  I  am  concerned  about  is  that  whole  business  of  the 
passive  investor  and  dual  family  income.  Are  you  imposing  any 
kind  of  a  means  test  for  income  in  this  bill  at  all?  Have  you  got 
anything  along  those  lines? 

Mr.  DoRGAN.  We  are  talking  about  this  program  applying  to 
active  farmers  and  we  are  in  the  middle  of  trying  to  provide  ade- 
quate definitions  for  that.  Our  interest  is  not  in  providing  price 
supports  for  Philadelphia  doctors. 

Mr.  Grandy.  Here  is  what  I  am  running  into.  An  active  farmer, 
perhaps  the  definition  has  changed  a  little  bit  because  nowadays, 
the  active  farmer's  wife  may  be  working  in  town  to  remain  on  the 
farm.  You  have  a  dual  family  income,  so  you  have  off-family 
income  but  it  is  really  going  in  to  maintaining  the  viability  and  in- 
tegrity of  that  operation. 

How  do  you  address  that  as  you  prepare  a  targeting  mechanism? 
I  have  more  and  more  producers  whose  wives  are  playing  a  very 
large  part  of  keeping  them  on  the  farm.  I  suppose  on  a  line  item  in 
a  budget  it  would  look  like  ofif-famUy  income,  but  really  what  it  is 
doing  is  maintaining  the  viability  of  that  producer. 

How  do  you  do  that  and  apply  targeting? 

Mr.  DoRGAN.  This  is  not  a  question  that  is  unique  to  a  targeting 
proposal.  This  question  is  a  question  addressed  to  the  Farmers 
Home  Administration,  it  is  a  question  addressed  to  a  half  a  dozen 
portions  of  the  current  farm  bill  and  any  other  farm  bill  you  put 
together— who  is  a  farmer?  What  kind  of  income  definition  meets 
the  test  of  being  a  farmer? 

What  kind  of  active  involvement,  what  kind  of  management 
meets  the  test  of  being  an  active  farmer?  Who  is  a  farmer? 
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We  are  grappling  with  that  and  we  have  included  a  provision  in 
this  bill  that  does  not  have  its  details  flushed  out.  Frankly,  it  is  not 
easy,  but  our  interest  is  in  keeping  yard  lights  on. 

I  don't  have  any  great  interest  in  a  30-person  limited  partnership 
buying  some  property  in  Montana  and  farming  the  Farm  Program. 
I  don't  have  that  interest  at  all. 

I  think,  although  it  is  not  easy,  we  can,  as  we  work  through  this 
process  this  year,  to  define  the  alternatives  for  farm  programs, 
come  up  with  definitions  of  what  would  an  active  farmer  be,  what 
kind  of  income  tests  meet  the  definition  of  who  is  eligible. 

I  think  we  can  do  that,  but  I  don't  think  either  Congressman 
Penny  or  I  would  want  to  minimize  the  difficulty.  But  let  me  em- 
phasize, it  is  not  unique  to  this  issue.  It  already  exists  in  a  half 
dozen  places  and  in  most  instances,  it  does  not  exist  successfully. 

Mr.  Roberts.  Would  the  gentleman  yield  on  that  point? 

Mr.  Grandy.  Sure,  I  will  be  glad  to  yield. 

Mr.  Roberts.  I  had  an  amendment  in  a  prior  farm  bill.  We  dis- 
cussed this  in  the  full  committee  at  some  length  on  this  very  issue, 
that  if  we  are  in  fact  going  to  define  who  a  true  family  farmer  is  in 
terms  of  size,  that  we  ought  to  do  it  with  income,  as  well.  The 
amendment  simply  said  that  no  producer  would  be  eligible  for  pro- 
gram benefits  unless  half  of  their  income  came  from  on-farm 
sources. 

Judging  from  the  exploration  direction  of  the  various  proposals 
here,  I  think  I  might  include  that  up  to  60  percent,  if  in  fact  we  are 
going  to  just  help  the  true  family  farmer.  I  might  look  very  favor- 
ably on  that  as  a  way  to  go  and  I  would  explore  that  with  my  col- 
league. 

Mr.  Grandy.  I  guess  what  I  am  concerned  about  is  if  you  build  in 
a  targeting  mechanism  and  you  assume  you  have  a  &-year  Farm 
Program,  do  your  targets  fluctuate,  do  you  suppose,  as  the  defini- 
tion might  change  given  the  economies  of  various  states? 

Is  there  going  to  have  to  be  a  kind  of  top  and  bottom  for  jrour 
target,  do  you  suppose,  after  every  year?  And,  if  so,  does  that  pro- 
vide stability  or  instability? 

I  am  just  asking  questions  that  folks  ask  me  about  this,  because 
they  are  interested  in  this  concept  but  they  want  to  know  how  it 
applies  to  them  if  they  get  a  little  more  successful,  or  their  wife 
might  be  earning  the  lion's  share  for  a  year  or  two  until  their  ddyt 
gets  restructured.  Do  you  know  what  I  am  saying? 

Mr.  DoRGAN.  Yes. 

Mr.  Grandy.  What  kind  of  flexibility  do  you  build  into  these  tar- 
gets? 

Mr.  DoRGAN.  Let  me  just  answer  for  myself  and  then  Congress- 
man Penny  can.  I  think  what  we  are  trying  to  provide  here  is  a 
mechanism  for  some  stability  in  the  longer  term. 

What  can  farmers  plan  on?  You  can  go  back  to  Abe  Lincoln's  day 
when  they  created  the  USDA,  and  then  in  the  early  part  of  this 
century  when  we  started  dealing  with  price  supports. 

All  you  find  is  a  series  of  zigzags.  Our  public  policy  has  been  a 
set  of  schizophrenic  contradictions  for  years  and  years,  under  Re- 
publicans and  Democrats — never  so  much,  never  fluctuating  as 
widely,  however,  as  in  the  last  5  or  6  years.  We  just  kept  saying — 
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Oops,  and  then  go  off  in  another  direction.  That  only  lasts  a  year 
and  then  we  go  off  in  the  opposite  direction. 

I  think  what  we  would  like  to  do  is  describe  a  condition  that  rep- 
resents what  the  Government  can  afford  and  represents  an  ability 
to  frame  a  support  pa3rment  to  farmers  so  that  farmers  can  count 
on  it,  so  that  it  is  tied  to  production,  so  that  we  have  some  notion 
that  this  country's  future  will  retain  a  network  of  family  farmers. 

Without  belaboring  it,  I  want  to  say  we  have  been  screwing 
around  for  years  on  this  farm  stuff  and  there  are  some  who  will 
counsel  us  to  do  nothing.  Those  are  people  who,  at  least  in  the 
wheat  and  feed  grains  area,  are  not  looking  at  the  facts. 

If  we  do  nothing  we  will  have  miserably  failed  rural  America. 
We  have  to  do  something  and  the  question  is  what.  We  are  not  rep- 
resenting ours  to  be  the  only  solution  or  necessarily  the  best.  We 
happen  to  think  it  is  the  best. 

But  there  are  a  range  of  alternatives,  from  the  Harkin  bill, 
which  is  on  the  back  side  of  the  circle  of  supply  management,  to 
ours,  probably  almost  meets  in  some  respects;  the  questions  are 
thoughtful  and  I  guess  our  point  is  we  would  not  like  to  have  a 
whole  range  of  alternatives. 

We  would  like  to  provide  some  stability  that  saves  the  Govern- 
ment money  and  at  the  same  time  gives  us  an  opportunity  to  save 
family  farmers. 

Mr.  Grandy.  I  totcdly  agree  with  you. 

Mr.  Penny.  I  was  just  going  to  remark  that  I  do  not  think  it 
would  be  our  idea  to  change  the  number  of  bushels  protected  from 
one  year  to  the  next  and  fluctuate  that  amount.  The  more  difficult 
challenge  though  is  to  address  this  issue  of  what  constitutes  a 
family  farm  and,  I  welcome  your  input  on  helping  define  that  oper- 
ation and  I  am  also  interested  in  Mr.  Roberts'  remark  that  if  we 
are  talking  about  a  portion  of  income  that  comes  off  the  farm  as 
part  of  that  definition,  that  he  has  some  ideas. 

We  are  really  looking  to  address  that  issue  in  a  way  that  will 
make  it  clear  that  we  are  not  any  longer  in  the  business  of  provid- 
ing Farm  Program  benefits  to  those  who  do  not  have  an  active, 
hands-on  interest  in  that  farm  operation. 

Mr.  Grandy.  Thank  you,  Mr.  Chairman. 

Mr.  Guckman.  Mr.  Emerson. 

Mr.  Emerson.  Thank  you,  Mr.  Chairman.  Very  briefly,  I  would 
say  that  this  is  an  interesting  proposal  and  one  that  I  look  forward 
to  learning  a  great  deal  more  about.  The  gentlemen  who  are  the 
principal  sponsors  of  the  bill  come  up  with  their  definitions,  and 
what  have  you — but  one  concern  that  comes  to  mind  here  is  that 
we  may  be,  if  we  were  to  go  the  whole  9  yards  with  this  proposal, 
we  may  be  establishing  the  mechanism  by  which  we  only  produce 
any  more  for  the  Government;  that  the  Government  becomes  the 
only  customer  of  our  agricultural  commodities.  That,  I  think,  is  an 
objective  that  we  want  to  avoid. 

Mr.  DoRGAN.  Mr.  Emerson,  exactly  the  opposite  will  occur.  In 
fact,  under  this  proposal  the  Government  will  not  purchase  grain. 
This  grain  is  all  moved  in  the  marketplace.  The  Government  does 
pay  a  deficiency  pa3rment  and  uses  an  ag^egate  amount  of  money 
as  support  money  for  farmers.  But  the  Government  does  not  buy 
grain  under  this  proposal. 
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That  is  one  of  the  advantages  of  this  proposal. 

Mr.  Emerson.  I  understand  that,  but  we  may  get  to  the  point 
where  we  are  only  going  to  produce  as  much  as  the  Government  is 
willing  to  pay  in  deficiency  pa3rments.  I  would  be  concerned  that  in 
the  process  of  all  this  unfolding  here,  that  we,  once  again,  not  be 
sending  the  wrong  signals  to  foreign  customers  and  ^ving  them 
believe  that  we  are  only  going  to  be  planting  these  very,  very  limit- 
ed quantities. 

Now,  I  know  we  have  to  work  out  of  the  conmiodity  depression 
that  we  are  in,  but,  boy,  we  have  to  be  awfully  careful  in  the  proc- 
ess to  not  do  anything  to  cause  us  to  lose  more  nmrkets  than  we 
have  cdready  lost  here  at  a  point  in  time  when  our  business  is 
tr3dng  to  reclaim  markets. 

Mr.  DoRGAN.  You  are  carefully  referring  to  production  shortages 
in  the  future,  which  is  the  first  reference  I  have  ever  heard  of  to 
that;  that  is  my  last  fear,  frankly.  I  just  can't  see  that  as  a  concern, 
out  there. 

Mr.  Emerson.  I  don't  think  that  we  face  production  shortages, 
unless  somehow  by  law  we  establish  the  mechanism  by  which  they 
are  going  to  occur.  I  think  we  have  to  be  careful  not  to  do  that. 

Mr.  DoRGAN.  I  do  not  disagree.  I  think  the  market  price  will  de- 
termine production  in  the  longer  term.  Our  approach  would  be  to 
suggest  that  the  production  above  certain  levels  be  much,  much 
more  sensitive  to  the  market  demands  and  market  needs  which  I 
think  is  in  some  respects  supportive  of  the  administration  in  its  at- 
tempt to  move  toward  market  oriented  production. 

Mr.  Emerson.  But  you  did  say  that  you  are  going  to  lock  this  in 
forever. 

Mr.  Penny.  I  am  the  one  who  mentioned  that  I  didn't  think  that 
once  we  set  the  amount  of  bushels  that  we  paid  support  on,  that  we 
should  be  changing  that  from  year  to  year.  That  would  be  my  view; 
that  once  you  have  it  in  place,  you  ought  to  have  some  stability 
there. 

But,  again,  I  think  Byron's  point  is  well  taken.  More  and  more 
people  seem  to  insist  that  a  failure  of  past  farm  policy  has  been 
that  it  has  not  been  marketed  oriented,  and  the  farmers  are  not 
taking  any  signals  from  the  market.  One  of  the  reasons  you  get  op- 
position to  a  complete  free  market  kind  of  farm  policy  is  that  it 
does  not  provide  any  protection  to  peaks  and  valleys  that  can  occur 
in  terms  of  demand  and  in  terms  of  price. 

That  can  really  hurt  the  smaller  operator  a  lot  more  than  it 
often  hurts  the  larger  operator.  So  what  we  have  done  is  tried  to 
take  a  look  at  both  concerns;  tried  to  move  toward  a  policy  that 
forces  every  producer  to  look  at  the  market  and  to  market  their 
grain,  but  puts  the  larger  producer  at  greater  risk  and  gives  some 
price  protection  to  the  smaller  producer  so  they  don't  suffer  from 
those  fluctuations. 

I  don't  think  it  is  going  to  have  the  effect  you  have  suggested,  of 
putting  all  of  American  agriculture  into  a  production  of  20,000 
Dushels  of  wheat  or  30,000  bushels  of  com  and  no  more.  I  think  we 
are  still  going  to  see  operations  that  go  beyond  that  limit,  but  it  is 
with  the  understanding  that  thev  can't  expect  any  subsidy  from 
the  Government  on  the  extra  production. 

Mr.  Emerson.  Thank  you. 
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Mr.  GucKMAN.  I  want  to  thank  you  both  for  testifying.  I  think 
that  you  have  given  us  a  proposal  that  has  great  potential  for  sim- 
plicity, in  terms  of  administration.  Nothing  is  going  to  be  absolute- 
ly simple,  but  more  simple  than  the  current  acreage  based  pro- 
grams which  a  lot  of  folks  on  this  subcommittee  know  involves 
enormous  amounts  of  subjectivity  by  ASCS  offices,  the  whole  issue 
of  substitution,  the  whole  issue  of  protection  of  the  base. 

All  those  things  are,  I  am  not  sure  necessarily  obviated,  but  they 
are  dealt  with  in  a  more  direct  fashion  under  your  proposal. 

I  think  we  have  to  look  at  the  cost  of  this  proposal  real  carefully. 
I  think  we  ought  to  look  at  tiering  concepts,  a  straight  pa3rment  as 
opposed  to  some  sort  of  tiering  concept.  But  on  balance  I  think  this 
is,  in  my  judgment,  the  best  new  idea  that  I  have  seen.  It  is  a 
bushel  based  proposal  which  doesn't  send  undue  signals  into  the 
world  marketplace. 

So,  I  do  not  think  we  are  going  to  do  anything  with  it  this  year, 
just  yet,  but  I  think  it  has  great  potential  and  I  thank  you  for 
bringing  it  up.  We  just  need  to  keep  talking  about  it  in  terms  of  its 
implications  to  a  changed  agricultural  policy  in  the  future. 

Also,  not  that  I  am  necessarily  opposed  to  the  Harkin-Gephardt 
proposal,  but  I  am  glad  to  see  other  options  coming  out  not  just 
that  as  the  counter  point  to  the  administration's  proposal.  We  need 
to  see  those  other  options  as  well.  This  is  the  first  hard,  construc- 
tive option  we  have  seen  to  the  current  farm  proposal  other  than  a 
strict  proposal  of  mandatory  supply  issues. 

I  think  that  is  healthy.  We  thank  you  for  coming  down  here. 

Mr.  DoRGAN.  Thank  you. 

Mr.  Penny.  Thank  you. 

Mr.  GucKMAN.  Our  next  witnesses  are  Mr.  John  Schnittker, 
Schnittker  &  Associates,  Washington,  DC;  and  Dr.  Charles  Ben- 
brook,  who  is  executive  director.  National  Research  Council,  which 
I  think  is  part  of  the  National  Academy  of  Sciences.  We  are  de- 
lighted to  have  you  both  here. 

I  have  to  leave  for  a  few  moments.  Mr.  Johnson  will  assume  the 
Chair,  but  I  will  be  back  as  quickly  as  possible. 

You  may  proceed,  whether  reading  your  testimony  or  summariz- 
ing it.  We  would  hope,  if  possible,  that  you  would  try  to  keep  your 
testimony  under  10  minutes  so  we  could  go  to  questions. 

STATEMENT  OF  JOHN  A.  SCHNITTKER,  SCHNITTKER  & 
ASSOCIATES,  WASHINGTON,  DC 

Mr.  Schnittker.  Thank  you,  Mr.  Chairman.  I  will  easily  stay 
within  10  minutes.  Thank  you  for  the  invitation  to  comment  on 
some  targeting  ideas. 

There  are  a  great  many  approaches  to  the  idea  of  targeting  Fed- 
eral payments  or  Federal  benefits  to  farmers,  and  I  have  listed 
some  of  these  in  my  written  testimony.  But  what  I  wanted  to  do 
was  to  talk  principally  about  objectives  and  one  misconception 
about  targeting  ideas,  and  to  discuss  what  I  think  would  be  the 
simplest  approach  to  targeting. 

We  have  had  the  idea  spread  around  over  the  years  that  target- 
ing Federid  benefits  or  payments  would  "destroy  the  acreage  reduc- 
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tion  program,"  or,  ''lead  to  increased  surplus  production,"  or,  worse 
yet,  ''push  the  acreage  reduction  task  off  on  the  smaller  farmers/' 

Those  arguments  did  not  have  much  merit  in  the  past  and  I 
thmk  they  have  very  little  merit  at  the  moment.  In  fact,  deficiency 
payments  are  now  so  high  on  wheat,  com,  cotton  and  rice  on  a  per 
bushel  or  per  bale  basis  that  they  could  be  reduced  very  substan- 
tially either  by  targeting  or  by  other  means  and  you  would  still  get 
80,  85  or  90  percent  of  the  farmers  in  the  program. 

I  illustrate  in  my  testimony  a  situation  for  wheat  where  by  my 
estimates,  a  wheat  farmer  is  currently  paid  about  $5.40  a  bushel  to 
not  produce  the  wheat  that  would  otherwise  have  been  grown  on 
his  idle  land.  Well,  that  is  a  nice  income  return,  but  the  point  in 
respect  to  targeting  is  that  you  could  pay  the  wheat  farmer  a  lot 
less — those  farmers  who  were  targeted  out  of  part  of  their  pay- 
ments and  still  keep  them  in  the  program.  The  same  would  be  true 
of  corn  and  cotton. 

In  my  judgment,  a  targeting  system  based  upon  dollars  that  the 
farmer  qualifies  for,  for  whatever  commodity  he  may  produce,  is  a 
simpler  system  even  than  Congressman  Dorgan  and  Congressman 
Penny's  bushel-based  system.  I  present  two  illustrations,  one  in 
which  farmers  who  earn  under  present  law  up  to  $50,000  in  pay- 
ments, and  then  would  have  their  pa3rments  reduced  by  20  percent- 
age points  for  every  $50,000  additional.  And,  perhaps  a  more  realis- 
tic illustration,  where  those  farmers  who  get  now  up  to  $25,000, 
would  receive  100  percent  of  that,  but  the  next  $25,000,  they  would 
get  80  percent,  a  third  $25,000,  they  would  get  60  percent,  and  on 
down  to  where  if  their  farms'  calculation  under  present  law  came 
to  $150,000,  they  would  get  no  additional  pa3rments  beyond  that 
point. 

Now,  about  effects  of  this  illustration  certainly  not  a  proposal  for 
targeting.  If  we  pro-rated  payments  based  upon  the  schedule  that  I 
have  used  above  $25,000,  targeting  would  potentially  affect  40,000 
com  farms  with  about  a  fourth  of  com  production,  and  around  $2 
billion  in  deficiencies  payments.  If  we  targeted  pajrments  and  pro- 
rated payments  above  $25,000  for  wheat,  we  would  affect  50,000 
farms  with  about  a  third  of  potential  production  and  $1.5  billion  in 
payments. 

This  kind  of  targeting  would  represent  some  real  substantial  sav- 
ings. On  the  other  hand,  if  you  paid  the  farmers  their  total  pay- 
ments up  to  $50,000,  as  now  calculated  under  existing  law,  and  pro- 
rated anything  above  $50,000,  you  would  only  affect  about  6,500 
com  farms,  and  $200  million  in  pavments.  For  wheat,  you  would 
affect  about  5,000  farms,  and  about  $250  million  in  pa3rments. 

So  somewhere  in  between  a  targeting  system  that  begins  above 
$25,000,  total  payments,  and  one  that  begins  above  $50,000  total 
payments,  you  could  do  your  arithmetic  and  possibly  come  out  with 
an  equitable  system. 

Only  the  Department  of  Agriculture  and  the  Congress  have  the 
resources  to  estimate  with  any  precision  how  various  targeting  sys- 
tems could  work.  The  Department  has  the  data  for  this.  It  is  just 
becoming  available  for  the  1986  crop,  and  I  would  urge  the  subcom- 
mittee to  design  a  system,  perhaps  along  the  line  of  Mr.  Dorgan's 
proposal,  and  some  other  proposal,  and  get  the  CBO  and  the  De- 


Digitized  by 


Google 


197 

partment  to  cost  it  out  in  terms  of  savings,  how  much  wheat,  corn, 
cotton  and  rice  affected;  how  many  farms  affected  and  where. 

While  I  have  the  floor,  Mr.  Chairman,  I  want  to  say  a  word 
about  three  other  issues,  since  I  don't  come  to  every  hearing.  On 
decoupling  last  week,  I  think  it  was  brought  out  very  clearly  the 
dangers  of  the  comprehensive  Boschwitz  bill,  to  family  farmers  and 
to  the  financial  position  of  American  agriculture  since  it  would 
phase  pa3rments  down  and  out  very  quickly. 

The  marketing  loan  will  be  discussed  here  in  a  few  days  and  the 
subcommittee  will  be  urged,  I  think  to  adopt  the  marketing  loan 
for  wheat  and  feed  grains.  I  would  urge  the  subcommittee  to  resist 
that  temptation.  It  would  be  a  costly  failure  in  my  judgment. 

It  is  already  being  tried  in  a  kind  of  a  backhanded  way  in  com, 
with  prices  being  driven  some  40  to  50  cents  a  bushel  below  the 
loan  level  with  no  tangible  increase  in  exports. 

In  my  judgment,  the  idea  that  the  marketing  loan  is  responsible 
for  most  of  the  increase  in  cotton  exports  is  probably  wrong,  since 
world  cotton  production  failed  7  million  bales  last  year,  a  situation 
which  didn't  happen  in  wheat  and  com,  and  I  think  which  largely 
explains  the  different  responses  of  the  cotton  versus  the  grain 
export  market. 

Finally,  I  want  to  say  that  mandatory  programs  similar  to  those 
in  the  Harkin-Gephardt  bill  are  now  generally  unacceptable  to  U.S. 
farmers  in  my  judgment.  Wheat  farmers  or  rice  might  vote  it  in, 
but  com  and  soybeans  and  other  farmers  would  vote  it  out,  and 
you  would  have  a  chaotic  situation  in  farm  programs  if  you  went  to 
something  along  the  Harkin-Gephardt  approach  and  voted  it  in  or 
out,  commodity  by  commodity. 

I  think  the  acreage  reduction  program,  including  the  conserva- 
tion reserve  now  in  the  law,  weak  as  they  are,  and  being  adminis- 
tered with  about  as  many  loopholes  as  one  can  conceive  of,  are 
what  we  have  to  fall  back  upon  to  cope  with  the  surpluses  in  the 
next  few  years. 

Thank  you. 

[The  prepared  statement  of  Mr.  Schnittker  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Johnson  [acting  chairman].  Thank  you,  Mr.  Schnittker.  I 
think  it  would  work  test  for  the  subcommittee  if  we  would  hear 
now  from  Mr.  Benbrook,  and  then  we  would  open  it  up  for  ques- 
tions from  the  subcommittee.  Mr.  Benbrook. 

STATEMENT  OF  CHARLES  M.  BENBROOK,  EXECUTIVE  DIRECTOR, 
BOARD  ON  AGRICULTURE,  NATIONAL  RESEARCH  COUNCIL,  NA- 
TIONAL  ACADEMY  OF  SCIENCES 

Mr.  Benbrook.  Thank  you,  Mr.  Chairman.  First,  I  would  just 
like  to  say  a  word  of  greeting  to  Mr.  Roberts,  a  man  I  used  to  work 
with  when  I  sat  behind  the  desk  up  there. 

It  is  a  pleasure  to  be  here  to  talk  with  you  about  targeting  con- 
cepts. First  of  all,  my  understanding  of  the  concept  of  targeting 
would  be  an  effort  by  the  Congress  and  the  Department  of  Agricul- 
ture to  bring  about  a  distribution  of  program  benefits  that  differs 
in  some  way  from  what  would  occur  under  existing  law. 
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It  involves  achievement  of  some  kind  of  goal  based  on  the  charac- 
teristics of  farms.  Since  targeting  entcdls  the  administration  of  a 
more  sophisticated  set  of  prq^am  provisions,  first  of  all  the  com- 
mittee should  be  aware  that  it  has  the  potential  of  further  compli- 
cating the  administration  of  the  farm  programs,  and  the  decisions 
farmers  have  to  make  regarding  participation  in  them. 

I  would  say,  as  Mr.  Roberts  and  any  Member  of  Congress  who  is 
in  touch  with  their  growers  already  knows,  the  programs  have 
grown  incredibly  complex,  virtually  mandatory  because  of  the  size 
of  the  economic  benefits  associated  with  them,  and  very  confusing 
and  changeable.  At  the  date  of  this  hearing,  producers  around  the 
country  have  10  days  more  to  figure  out  whether  they  are  a  person, 
multiple  persons;  figure  out  whether  they  can  reorganize  their 
farms  and  make  very  critical  strategic  decisions  about  how  to 
enroll  in  the  programs. 

I  would  merely  caution  that  if  a  targeting  objective  is  going  to  be 
added  to  the  several  other  objectives  of  farm  policy  and  related  pro- 
posals, that  it  be  done  very  clearly,  precisely,  having  fully  thought 
through  the  implications  of  the  targeting  proposals  in  light  of  the 
other  objectives  of  the  program. 

It  is  also  very  important,  once  Congress  has  clearly  reached  a  po- 
litical consensus  on  what  the  goal  of  a  targeting  mechanism  is,  that 
such  a  mechanism  be  clearly  incorporated  in  legislation  and  ex- 
plained in  operational  detail,  in  both  the  law  and  legislative  histo- 
ry, so  that  the  Department  of  Agriculture,  farmers,  farmer  organi- 
zations, 0MB,  everyone  understands  what  the  goal  is.  Only  with 
such  clear  understanding  is  there  any  hope  that  it  could  be 
achieved. 

Now  there  are  several  different  strategies  that  one  could  take  to 
targeting,  and  I  am  going  to  just  throw  out  several  possibilities. 
One  set  of  strategies  would  focus  on  adjusting  the  flow  of  benefits 
from  the  Department  of  Agriculture  to  producers. 

These  sorts  of  provisions  would  involve  the  benefit  side  of  the 
farm  program  equation.  But  there  are  also  targeting  proposals  and 
mechanisms  that  could  be  thought  of  on  the  cost  side  of  the  pro- 
grams. It  is  often  forgotten  by  people  that  participation  in  the  farm 
programs  entails  substantial  costs  to  the  producers,  on  the  order  of 
a  15  to  20  percent  increase  in  the  cost  of  production  because  of  the 
acreage  set-aside  programs,  and  other  factors. 

So  one  could  target  benefits  under  the  farm  programs  by  provid- 
ing differential  costs  of  participation  in  them.  And  of  course,  one 
can  do  combinations  of  both  of  them. 

There  are  many  options  to  target  or  adjust  the  benefit  stream. 
You  could  impose  and  strictly  enforce  payment  limitations,  or  caps, 
as  is  happening  right  now  under  the  Farm  Security  Act. 

You  could  offer  a  two-tiered  payment  system  which  provides 
growers  with  a  larger  deficiency  pa3rment  up  to  a  certain  number 
of  bushels,  as  proposed  in  the  Dorgan-Penny-Johnson  bill.  You 
could  offer  special  additional  or  bonus  payments  to  mid-size  and 
small  farms,  or  by  offering  them  marketing  loans,  or  give  them 
other  preferential  treatment  in  terms  of  building  base,  increasing 
established  farm  yields,  or  you  might  possibly  provide  them  with 
the  opportunity  to  use  their  set-aside  acres  for  hay,  grazing  and 
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other  economic  uses  as  a  way  to  allow  them  to  more  fully  utilize 
the  family  labor  that  is  available  on  such  a  farm. 

The  cost  side  of  participation  in  the  programs  could  be  adjusted 
by  relaxing  or  exempting  mid-size  and  smedl  farms  from  acreage 
reduction  requirements,  allowing  such  farms  to  use  crop  rotations, 
by  imposing  progressively  higher  set-aside  requirements  on  produc- 
ers that  have  large  acreages,  a  concept  that  is  incorporated  in  the 
Save  the  Family  Farm  Act,  and  variable  imposition  of  cross-compli- 
ance provisions. 

I  think  to  fully  evaluate  these  options  and  the  consequences  of 
them  is  very  complicated,  and  Dr.  Schnittker  is  right — only  the  De- 
partment of  Agriculture  has  the  resources  and  data  to  do  that.  I 
would  urge  that  this  subcommittee  be  quite  vigorous  in  requesting 
such  analytical  support  from  the  Depcutment. 

I  guess  the  last  point  I  will  make  is  that  there  appears  to  be  a 
trend  toward  multiple  payment  limits  under  different  programs.  A 
payment  limit  for  the  conservation  reserve,  a  payment  limit  for 
price  supports;  another  limit  covering  all  price  support  disaster  and 
related  payments. 

This  imposition  of  multiple  payment  limits  adds  yet  another  di- 
mension of  complexity  to  the  overall  Farm  Program.  I  think  that 
while  it  may  be  tempting  to  provide  an  opportunity  for  growers  to 
participate  in  these  programs  through  that  avenue,  it  needs  to  be 
evaluated  in  terms  of  its  implications  to  the  overall  complexity  of 
the  programs. 

Thank  you. 

[The  prepared  statement  of  Mr.  Benbrook  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Johnson.  'Hiank  you,  Mr.  Benbrook.  I  want  to  thank  both  of 
you  for  your  contributions  on  this  critical  issue. 

The  question  that  I  would  have  for  you  is  a  question  that  is  not 
unique  to  targeting  concepts,  but  is  one  that  is  particularly  impor- 
tant to  a  targeting  concept  and  that  is,  if  you  would  shed  any  light 
on  the  problem  of  defining  the  family  farm  or  defining  the  unit 
that  we  are  going  to  target. 

Mr.  Schnittker.  I  think  the  first  step  in  that,  Mr.  Chairman, 
would  follow  from  the  proposals  that  have  been  made  to  the  Con- 
gress, by  the  administration,  on  carefully  defining  a  person  for  pur- 
poses of  receiving  payments  so  that  you  stabilize  the  question  of 
proliferation  of  farms  to  farm  the  program,  as  people  say. 

Having  done  that,  and  knowing  that  persons  or  farms  would 
remain  stable  for  a  few  years  under  that  definition  adopted  by  Con- 
gress and  embedded  in  USDA  regulations,  then  Congress  could 
begin  to  decide  whether  it  wanted  to  make  payments  to  farmers  up 
to  10,000  bushels,  or  $30,000,  and  what  kind  of  a  prorating  scale  or 
targeting  scale  you  wanted  to  apply  after  that. 

But  you  have  to  stabilize  the  idea  of  a  farm  for  payment  and  ben- 
efit purposes  first,  in  my  judgment. 

Mr.  Benbrook.  Mr.  Chairman,  I  actually  think  it  would  not  be 
that  difficult  to  come  up  with  an  operational  definition  of  a  family 
farm.  I  think  the  critical  feature  of  it  is  the  involvement  of  the  in- 
dividual and  the  actual  labor  and  management  of  the  farm  oper- 
ation as  either  the  sole  or  primary  occupation  of  the  individual. 
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I  think  that  we  have  to  recognize  that  there  are  some  farms  that 
are  highly  sophisticated  businesses,  with  much  division  of  labor.  In 
the  case  of  a  large,  modem  poultry  operation,  for  example,  the 
manager  may  sit  in  the  room  with  a  computer  terminal  and  work 
with  that,  and  on  a  telephone,  and  be  100  percent  engaged  in  the 
farm  business. 

We  have  to  recognize  that  farming  does  not  necessarily  imply  70 
hours  a  week  on  a  tractor  seat  anymore.  But  I  think  it  is  really 
fairly  simple  to  determine  whether  a  person  is  solelv  or  primarily 
engaged  in  agriculture,  as  to  the  way  they  spend  their  time,  the 
way  they  earn  their  living.  A  family  farm  is  a  farm  which  would 
earn  most  of  its  family  income  and  provide  most  of  its  family  ener- 
gies toward  the  operation  of  the  farm. 

Mr.  Johnson.  You  don't  see  the  problem  of  ofF-farm  income,  as 
was  alluded  to  by  one  of  the  members  of  the  subcommittee,  as 
being  an  insurmountable  problem? 

Mr.  Benbrook.  No,  I  don't.  I  think  obviously  most  mid  and  small 
to  mid-sized  farms  are  dependent  on  earning  some  ofF-farm  income 
to  live.  The  Congress  would  hardly  want  to  penalize  any  family 
farm  that  has  a  husband  or  a  wife  that  is  wUUng  to  go  off  farm 
during  the  ofTHseason  months,  or  year-round  and  earn  some  income. 

If  the  farm  operation  is  incidental  to  two  ofF-farm  jobs,  then  I 
think  that  that  is  a  different  situation. 

Mr.  Johnson.  Mr.  Penny. 

Mr.  Penny.  Thank  you,  Mr.  Chairman.  I  don't  have  any  ques- 
tions, but  I  do  appreciate  both  gentlemen  coming  here  today  to 
present  their  testimony.  They  each  raise  issues  that  I  think  we 
need  to  focus  on,  and  they  oner  some  options  to  targeting  that  I 
think  may  be  helpful. 

I  have  maintained  from  the  outset  that,  as  we  move  forward  with 
the  farm  policy  debate,  that  targeting  can  be  and  ought  to  be  part 
of  the  solution.  Byron  and  I  and  Tim  have  one  bill  that  we  think 
has  some  merit,  but  the  testimony  of  these  two  gentlemen  I  think 
will  help  us  flesh  out  exactly  how  we  pin  down  the  definitions  of 
targeting.  They  also  give  us  some  options  to  turn  to  in  case  our  bill, 
as  it  now  stands,  is  not  going  to  be  embraced  bv  the  committee,  we 
C€m  look  at  some  other  ways  in  which  to  raise  that  issue. 

Thank  you  for  making  your  presentation. 

Mr.  Johnson.  Mr.  Roberts. 

Mr.  Roberts.  Yes,  Mr.  Chairman.  I  am  going  to  take  advantage 
of  these  two  witnesses  and  explore  the  ''flesh"  part  of  this  business. 
I  think  it  is  a  good  word.  I  am  not  sure  that  I  would  agree  on 
where  the  fleshing  should  be. 

I  am  going  to  concentrate  on  the  statement  by  Dr.  Benbrook  as 
opposed  to  you,  John,  in  that  I  am  batting  about  two-for-three  in 
every  case  where  we  have  a  discussion.  I  really  do  appreciate  your 
coming  to  the  new  members'  orientation  at  Harvard  where  you 
gave  a  similar  statement.  It  was  very  helpful  then,  but  I  do  want  to 
concentrate  on  my  friend  and  former  staffer  on  the  Department 
Operations  Research,  and  Foreign  Agriculture  Subcommittee,  Dr. 
Benbrook. 

One,  when  you  say  that  this  is  a  targeting  scheme,  I  do  appreci- 
ate that  use  of  the  word  as  opposed  to  a  proposal.  I  am  not  trjring 
to  perjure  the  concept  by  any  mecuis,  but  I  think  it  is  a  scheme  and 
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several  of  them  have  been.  When  you  say  that  they  strive  for  a 
more  equitable  distribution  of  funds,  it  is  that  word  ''equitable''  I 
think  is  a  key.  Some  would  call  this  kind  of  a  thing,  if  we  get  into 
what  we  eventually  could  get  into,  a  welfare  payment,  if  you  will, 
or  some  have  referred  to  them  as  an  equity  payment. 

I  note  on  page  2  of  your  testimony,  you  talk  about  adjusting  the 
size  or  placing  limits  on  the  benefit  stream.  That  is  an  interesting 
definition.  Maybe  that  is  a  target-priced  efficiency  trough,  some- 
thing that  we  are  talking  about. 

But  that  concerns  me.  It  is  that  kind  of  connotation  that  really 
worries  me  in  regards  to  Farm  Program  payments.  Are  they  a  ben- 
efits stream?  Is  this  an  equity  payment  as  opposed  to  a  supply 
management  kind  of  payment? 

When  you  summarize  this  whole  thing  in  your  conclusion,  you 
say  the  Congress  should  assess  what  is  happening  now  in  farm 
country  as  a  result  of  existing  targeting  provisions,  and  particular- 
ly the  payment  limitation  policy. 

Let  me  tell  my  colleagues  what  is  happening,  at  least  in  my  dis- 
trict. Normally,  farmers  have  until  March  1  to  reconstitute  their 
farms.  That  is  the  word  that  the  ASCS — to  record  the  changes  in 
their  farming  operations.  But  because  of  last  week,  that  deadline 
was  extended  to  April  1.  Why?  Because  the  ASCS  and  the  USDA  is 
in  full  bloom  trying  to  redefine  what  is  a  person  under  a  $50,000 
payment  cap.  We  are  going  to  have  some  hearings  on  that  on  down 
the  road.  Why? 

Because  between  1984  and  1986,  100,000  new  wheat  farms  were 
created  and  160,000  new  com  farmers  were  created.  Now,  why? 
Some  of  those  are  flagrant  violations.  Some  of  those  we  have  seen 
in  the  press  have  to  be  addressed. 

I  am  not  defending  those  kinds  of  things  by  any  means,  but  there 
is  some  very  legitimate  concern  in  my  personal  opinion  for  the 
father  and  two  sons  who  farm  2,500  to  3,000  acres  out  in  my  dis- 
trict, and  in  the  districts  of  those  that  I  s€dd  before  in  my  state- 
ment. I  think  you  have  to  take  a  look  at  what  is  happening  in  that 
case.  You  have  a  father  and  two  sons  who  have  combined  their  op- 
eration for  tax  purposes  and  machinery  purposes  so  they  could  stay 
alive  in  this  business  and  by  the  way.  Dig  farmers  are  in  just  as 
much  trouble  as  small  farmers,  depending  on  your  definition  of 
size. 

Now  we  come  into  the  reconstitution  business,  and  ASCS  sa^, 
no,  you  can't  do  that  in  regards  to  the  definition  of  who  a  person  is 
as  to  whether  or  not  you  are  eligible  for  the  payment. 

That  is  all  taking  place  right  now.  ASCS  has  turned  into  a 
SWAT  Team,  if  you  please;  running  out  to  individual  farmers, 
checking  on  tractors.  We  have  the  appeals  coming  into  the  State 
and  the  Federal  Government.  I  think  we  ought  to  go  very  slow. 

I  have  a  little  feeling  about  who  is  a  family  farmer.  I  will  make 
the  speech  that  I  have  made  in  the  committee  before.  You  have  a 
typical  case  of  a  100-acre  operation  in  many  states.  It  is  the  cover 
of  the  Saturday  Evening  Post,  if  you  will.  In  that  100-acre  oper- 
ation, we  have  an  orchard,  we  have  a  pond,  about  40  acres  of 
wheat,  40  acres  of  corn,  a  few  hogs,  and  the  wife  works  at  the  plant 
and  the  farmer  works  part  time  somewhere  else,  and  he  is  a  part- 
time  foreman. 
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He  has  probably  a  three-legged  dog  named  Lucky,  and  he  has 
about  as  much  to  do  with  the  production  of  food  and  fiber  in  this 
country  as  the  cover  of  the  Saturday  Evening  Post.  We  reward  him 
under  some  of  these  schemes  with  a  $5  deficiency  payment.  We  let 
the  father  and  two  sons  in  my  country,  who  have  2,500  acres  be- 
cause of  the  rainfall  situation  third  and  fourth  generation  farmers, 
and  yes,  their  acreage  base  in  terms  of  2,500  would  be  what  1,600 
acres.  So  for  500  acres  they  get  the  $5  payment,  and  for  the  rest  of 
it,  we  say,  God  Bless  them.  Adios. 

Who  aoes  that?  This  committee  or  the  Congress  of  the  United 
States  decides  who  is  a  two-family  farmer.  Bottomline  when  you 
say  that,  in  your  testimony.  Chuck,  when  you  say,  "However,  we 
require  unprecedented  tenacity  and  commitment,  and  would  deeply 
divide  the  agriculture  commimity,"  you  are  right.  We  are  heaaed 
for  a  civil  war  in  farm  country  if  we  do  this. 

Why  are  we  doing  this?  The  chairman  just  remarked  to  me  per- 
sonally why  we  are  doing  it.  We  want  to  get  the  budget  down,  plus 
the  fact  it  is  a  sexy  issue  for  everybody  out  there  doing  the  writing 
with  their  pencils.  It  is  a  marvelous  issue  for  the  press  to  talk 
about.  A  marvelous  issue  for  the  TV  to  have  on — help  the  true 
family  farmer.  Those  big  fat-cat  operators  out  there  in  the  West, 
they  C€m  get  on  on  their  own. 

They  are  not  getting  on  on  their  own  and  they  are  family  farm- 
ers and  it  all  depends  on  your  definition  of  size.  It  hasn't  got  a  dog- 
gone thing  to  do  with  a  Mississippi  Christmas  tree  and  all  this  talk 
of  people  trying  to  avoid  the  limitation.  We  should  get  after  those 
people. 

But  somebody  has  to  stand  up  and  talk  on  behalf  of  the  producer 
in  this  country  who  does  produce  most  of  the  food  and  fiber. 

I  have  made  my  speech.  Would  you  like  to  comment? 

Mr.  Benbrook.  I  would,  actually.  I  think  one  of  the  things  that 
might  help  the  public  understand  what  is  at  stake  here,  Mr.  Rob- 
erts, is  to  tell  people  about  the  cost  of  a  combine.  You  can't  amor- 
tize the  cost  of  any  kind  of  a  modem  combine  over  less  than  800 
acres  of  corn,  and  out  in  your  country,  Mr.  Roberts,  I  would  suspect 
that  the  average  combine  is  going  to  cover  at  least  1,500  acres,  if 
not  2,500  acres. 

If  you  don't  cover  that  kind  of  ground  with  one  of  these  ma- 
chines that  costs  over  $100,000  new,  you  can't  afford  to  own  it.  It 
adds  to  the  cost  of  trying  to  own  and  run  and  maintain  a  farm  if 
such  a  machine  must  be  spread  over  a  smaller  acreage  base.  It 
adds  extra  cost  to  each  bushel  of  wheat  that  moves  off  that  farm. 

The  combine,  the  harvesting  machine  is  a  very  critical  determi- 
nant in  the  size  of  a  farm.  Out  here  in  Maryland,  where  I  live  in 
farm  country,  the  farm  operations  generally  employ  either  one  or 
two  combines.  The  one  combine  farms  harvest  between  800  and 
1,200  acres,  and  the  growers  that  have  two  combines  can  push 
3,000  acres  when  they  are  double  cropping  wheat  and  soybeans. 

The  goal  of  keeping  the  combine  fully  employed  is  the  primary 
thing  that  governs  how  much  ground  they  try  to  rent,  plant,  oper- 
ate and  eventually  enroll  in  the  farm  programs. 

It  is  really  a  serious  problem  when  you  have,  all  of  a  sudden,  a 
change  in  the  rules  of  the  game.  The  farm  programs  provided  an 
umbrella,  a  support  for  farmers  up  to  one  combine  size,  just  until  a 
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few  years  ago.  Now,  in  perhaps  a  year  or  two  we  are  going  to  have 
another  shift  in  the  rules,  and  suddenly  the  programs  won't  cover 
a  fcurm  of  that  size. 

On  behalf  of  my  neighbors  in  rural  Montgomery  County  and  the 
farmers  all  over  the  country  that  I  talk  to,  there  is  just  a  great 
deal  of  anxiety  about  how  this  is  all  going  to  play  out. 

These  people  are  making  commitments  for  rental  leases.  They 
are  bu3dng  machinery  that  takes  4  or  5  years  to  pay  off.  A  lot  of 
them  are  really  down  to  living  off  the  last  little  bit  of  equity  that 
they  have  in  their  operations. 

I  really  am  concerned  about  how  it  is  going  to  play  out.  It  is  defi- 
nitely going  to  catch  a  lot  of  producers. 

I  was  able  to  ferret  out  of  USDA  yesterday  some  intriguing  infor- 
mation, some  data  about  how  many  acres  of  base  you  would  need 
to  have  enrolled  in  the  programs  over  the  last  few  years  to  run 
into  this  problem.  In  1985,  for  com,  if  you  had  630  acres,  you  would 
run  into  a  $50,000  limit.  In  1986,  that  had  dropped  down  to  350 
acres.  This  year,  it  will  probably  be  even  a  little  less  than  that. 

Well,  you  know,  350  acres  of  com  base  is  not  a  lot.  It  is  about 
what  would  be  envisioned  under  the  Penny-Dorgan-Johnson  bill. 
For  wheat,  Mr.  Roberts,  you  are  looking  at  something  on  the  order 
of  460  acres  now;  somethmg  like  that. 

Certainly  there  is  a  great  deal  of  production  in  Americcm  agricul- 
ture on  wheat  farms  that  harvest  over  460  acres  of  wheat  base.  For 
com,  I  was  able  to  learn  that  about  40  percent  of  the  com  crop  is 
harvested  off  farms  that  are  harvesting  over  this  350  acres. 

So  in  terms  of  the  amount  of  production  that  at  least  could  exit 
participation  in  the  farm  programs,  it  is  sizable,  and  that  has  budg- 
etary implications,  and  implications  for  the  effectiveness  of  the  pro- 
gram. 

Mr.  Johnson.  Two  minutes,  Mr.  Roberts. 

Mr.  Roberts.  Yes,  Mr.  Chairman.  I  ask  unanimous  consent  that  I 
m^  be  granted  2  additional  minutes,  if  that  be  possible. 

To  follow  up  on  this  in  regard  to  the  consistency  and  predictabil- 
^  issue.  I  guess  if  I  waive  and  beat  my  head  enough,  I  will  get  the 
TV  camera  to  turn  around  on  my  point  of  view,  as  opposed  to  the 
others. 

We  are  having  a  hearing  at  1  o'clock,  where  the  ASCS  is  going  to 
explain  why  they,  in  their  infinite  wisdom,  have  lumped  all  38,000 
Methodist  Churches  in  one  entity  for  one  payment.  We  don't  know 
what  the  situation  is  with  the  Baptists  and  the  Catholics  or  the 
Mormons.  All  of  this  is  going  to  be  dumped  on  one  ASCS  office  in 
Ness  County  in  my  district. 

We  have  about  six  employees  out  there.  Now,  for  a  rural  develop- 
ment program,  I  would  like  to  have  a  computer  center  and  150  em- 
ployees. I  was  incredulous  when  I  found  this  out. 

lliat  is  an  interesting  topic  to  explore,  but  right  at  the  time 
when  ASCS  is  deluged  by  all  this  reconstitution  problems  they  are 
having,  they  come  out  and  say  we  are  going  to  explore  the  38,000 
churches  in  the  United  States  that  belong  to  the  Methodist— well, 
the  Mother  Methodist  Church.  We  have  defined  all  those  folks  as 
one  pajrment  entity. 

Now,  I  don't  know  what  the  outcome  of  that  is  going  to  be,  but 
that  is  an  example  of  what  is  going  on. 
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I  think  we  ought  to  back  ofF,  at  least,  and  as  the  chairman  has 
indicated,  I  think  we  ought  to  explore  this  very  carefully  in  terms 
of  targeting,  but  I  would  certainly  agree  with  you  that  in  view  of 
the  need  for  consistency  and  predictability,  we  ought  to  go  very 
slow. 

John,  I  haven't  really  given  you  any  chance  to  comment  in  my 
response  to  my  tirade,  and  I  think  I  better  do  that,  since  you  are 
from  Hutchinson,  Kansas,  and  most  of  the  time  you  don't  forget 
where  your  roots  are. 

Mr.  ScHNrrTKER.  Well,  Mr.  Chairman,  I  feel  for  those  folks  out  in 
Ness  County,  but  I  expect  they  will  cope  with  it. 

On  the  question  of  targeting  and  the  numbers  of  farmers  that 
would  be  effected  by  it,  this  is  an  issue  which  I  think  is  largely 
being  explored,  as  the  chairman  s€dd,  for  2  or  3  years  down  the 
road.  I  don't  think  your  farmers  need  to  worry  that  their  1987  or 
1988  pn^am  payments  are  going  to  be  targeted. 

Even  if  they  were,  I  would,  under  the  proposals  or  ideas  that 
have  been  talked  about  here  this  morning,  Mr.  Dorgan's  or  the  ex- 
ample that  I  used  for  an  illustration,  I  would  anticipate  that  about 
80  percent  of  the  farmers  even  in  your  district  would  be  exempt 
from  the  initial  targeting  approaches.  Others  of  course,  would  have 
to  pay  attention  to  it  but  the  effect  would  not  be  as  onerous  or  bur- 
densome as  you. 

Mr.  Roberts.  Yes,  but  John,  we  are  defining  who  the  80  percent 
is,  and  who  the  20  percent  is;  next  year  it  is  75,  and  the  next  year 
it  is  25.  I  share  your  concern,  and  really,  it  would  be  the  easiest 
task  for  me  just  not  to  speak  up  on  this,  because  the  press  defines 
me  as  trying  to  defend  the  big  producer. 

I  am  not  trying  to  do  that.  I  am  trying  to  express  concern  that 
we  here  are  defining  who  a  true  family  farmer  is.  We  talked  to 
that  income  limit,  I  will  tell  you  why  I  want  that  income  provision 
in  there.  I  don't  want  somebody  who  has  off-farm  income,  xxx  and 
only  X  in  terms  of  farm  income  getting  the  benefits  of  the  farm  pro- 
gram while  my  guy  out  there,  isolated,  has  to  depend  entirely  as  to 
his  livelihood  to  some  extent  on  the  Farm  Program. 

If  we  are  going  to  reform,  I  always  worry  about  what  works 
under  the  banner  of  reform,  if  we  are  going  to  reform  this  pro- 
gram, we  are  really  going  to  reform  it.  I  will  have  an  amendment 
in  there  that  all  farm  programs  be  printed  in  the  county  newspa- 
per. I  think  that  would  be  a  good  reform. 

If  we  are  going  to  reform  it,  let's  really  reform  it. 

Mr.  ScHNiTTKER.  I  would  go  for  that. 

Mr.  GucKMAN.  I  think  Mr.  Volkmer  was  here. 

Mr.  Roberts.  And  you  missed  my  tirade. 

Mr.  Volkmer.  The  rest  of  us  didn't. 

Mr.  Benbrook,  in  reviewing  your  statement  as  you  read  it,  and 
just  in  response  to  the  gentleman  from  Kansas,  you  mentioned  that 
many  of  the  40  percent  of  the  farmers  who  are  producing  these 
large  amounts  of  grains  would  probably  opt  out  of  the  program  if 
we  target  it  too  closely  as  defined  by  the  Dorgan-Penny  bill,  and 
that  that  would  have  budgetary  implications. 

I  don't  personally  see  that.  I  think  if  somebody  goes  out  of  the 
program,  they  are  not  going  to  get  a  payment  at  all.  Correct? 
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Mr.  Benbrook.  That  is  correct.  But  it  would  have  budgetary  im- 
plications if  say  20  percent  of  the  acreage  enrolled  in  the  wheat 
and  feed  grain  program  that  is  represented  by  large  producers  in 
crop  vear  1987  goes  out  of  the  program  in  1988,  and  those  produc- 
ers elect  to  grow  corn  and  wheat  on  100  percent  of  their  acreage 
base.  They  would  produce  more  additional  com  and  wheat  on  the 
land  that  they  bring  back  into  production  than  probably  is  going  to 
be  held  out  of  production  on  a  good  portion  of  the  smaller  farmers 
enrolling  in  the  programs. 

The  overall  supply  of  com  and  wheat  could  go  up  substantially 
and  therefore,  the  Government  cost  of  maintainmg  a  given  level  in 
deficiency  pa3rments  for  everyone  else  that  is  in  the  program  is 
going  to  increase. 

Mr.  VoLKMER.  I  don't  understand  that.  You  have  a  reduced 
number  of  deficiency  pajrments  being  made.  The  deficiency  pay- 
ment in  dollar  amount  is  static,  no  matter  who  is  in  it.  Now  if  you 
are  going  to  pay  to  fewer  farmers,  how  do  you  increase? 

Mr.  Benbrook.  In  the  short  run,  you  are  right.  If  you  have  fewer 
acres  enrolled  in  the  program,  then  Government  expenditures 
would  go  down. 

Mr.  VOLKMER.  Now  you  agree  also  that  if  you  don't  enroll  in  the 
program  and  you  stay  out  of  the  program  for  several  years,  what 
has  happened  to  your  base? 

Mr.  Benbrook.  You  will  lose  it,  depending  upon  what  the  rules 
are,  of  course. 

Mr.  VoLKMER.  Right.  And  therefore  you  are  still  going  to  pav  on 
fewer — the  Government  is.  Also,  by  those  people  being  out  of  the 
program,  all  that  stock  is  free  stock,  it  is  going  to  drive  the  market 
price  down.  Correct?  The  market  price  is  down  anyway,  so  as  far  as 
feed  grains  and  wheat  is  concerned,  it  has  no  effect  on  deficiency 
pavment. 

Mr.  Benbrook.  In  the  short  run,  yes. 

Mr.  VoLKMER.  In  fact,  I  think  we  would  save  money.  Government 
money  we  would  save. 

Mr.  Benbrook.  Savings  under  the  farm  programs  can  be  very 
elusive.  You  think  you  save  them  in  one  year,  but  they  have  a  way 
of  coming  back  in  years  down  the  road. 

But,  I  think  that  one  of  the  basic  options  that  Congress  faces  is, 
do  you  want  to  drive  big  producers  out  of  the  programs  by  some 
kind  of  a  payment  cap  or  targeting  scheme  and  leave  them  to 
make  whatever  money  they  can  from  the  market.  That  is  what  is 
in  the  act  right  now.  That  is  what  is  going  to  happen  without 
changes  in  the  Food  Security  Act. 

Mr.  VoLKMER.  Well,  I  personally  feel  that  that  is  an  option  that 
the  farmer  has.  I  think  that  even  the  larger  producers  are  going  to 
look  at  it  both  ways.  In  the  program  and  out  of  the  program. 

They  are  going  to  look  not  just  this  year,  but  next  year,  to  their 
base  and  everything  else,  and  how  this  affects  them.  They  don't 
know  what  is  going  to  happen  in  the  following  years.  And  the  ques- 
tion is,  can  they  continue  to  produce  let's  say,  a  com  producer,  can 
he  continue  to  produce  if  that  market  price  drops  down  to  a  $1  or 
$1.20  a  bushel  on  com,  can  he  stay  in?  Can  he  make  it?  Can  he  get 
it  that  efficient? 

Mr.  Benbrook.  Not  very  many. 
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Mr.  VoLKBftER.  Another  thing  I  would  like  to  comment  on. 

Mr.  Roberts.  Would  the  gentleman  yield  on  that  one  point? 

Mr.  VoLKMER.  All  right.  I  will  yield  on  that,  and  then  I  have  one 
other  point. 

Mr.  Roberts.  Let  me  point  out  that  since  I  am  now  using  my 
2»500  acre  farm  with  the  farmer  and  his  two  sons»  rather  than  the 
1,000  acres,  and  you  so  cogently  pointed  out  my  sunmier  fallow  con- 
cerns, I  have  raised  that  up  to  2,500  now  as  the  gentleman  will 
note. 

But  that  operator,  always  before,  and  I  have  to  give  them  this, 
they  sort  of  hid  under  the  loan  rate.  They  S€dd,  I  don't  want  any 
Farm  Program.  I  am  going  to  be  efficient.  I  am  going  to  put  in  my 
computer  center.  I  am  going  to  go  high  tech.  I  am  going  to  do  what 
the  OfRce  of  Technology  A^iessment  S€dd  we  should  do  to  be  an  ef- 
ficient producer. 

He  hias  really  got  a  going  operation.  Then  you  know  what  has 
happened  in  the  last  4  or  5  years  under  the  current  Farm  Program, 
tiiat  loan  rate  dropped.  And  if  he  has  had  a  price  decline  of  about 
$1— it  was  about  $3.50  last  year,  and  now  it  is  $2.50,  and  then  he 
turns  around  and  says,  OK,  you  are  doing  this  to  me  in  terms  of 
the  price  decline  because  of  the  loan  rate,  and  where  vou  are 
headed  to  be  an  export  oriented  Farm  Program,  but  he  can  t  get  in 
the  program.  The  safety  net  doesn't  affect  him  because  of  the  pay- 
ment limitations. 

You  see,  we  are  down  to  that  480  acres.  So  we  become  very 
market  competitive  all  right.  We  have  dam  near  put  him  out  of 
business. 

He  says,  wait  a  minute.  I  didn't  ask  for  the  farm  program  to 
begin  with  it.  I  have  stayed  out  of  it  all  these  years.  So  what  the 
gentleman  has  pointed  out  is  exactly  correct.  He  is  in  one  heck  of  a 
fix,  and  he  was  the  efficient  producer  who  thought  he  would  never 
need  a  Farm  Program. 

Now  is  that  fair?  That  is  a  good  question. 

It  depends  on  what  kind  of  combine  you  are  talking  about. 

Mr.  VoLKMER.  For  wheat. 

Mr.  Roberts.  We  have  a  lot  of  custom  cutters  that  come  through. 

Mr.  VoLKMER.  That  is  right,  so  we  don't  want  to  relate  it  to  that. 
I  agree  on  that.  So,  it  is  really  not  part  of  the  discussion  as  to 
whether  or  not  that  farm  can  support  one  or  two  combines  in  cer- 
tain areas  of  this  country. 

Mr.  Roberts.  But  we  could  use  tractors  or  combines,  or  any  kind 
of  combines  if  the  Gentleman  wants,  and  the  economy  of  scale  is 
much  larger  out  in  Kansas.  That  is  just  the  way  it  is. 

Mr.  VoLKMER.  Yield  back  the  balance  of  my  time. 

Mr.  GucKMAN.  Mr.  Emerson. 

Mr.  Emerson.  No  questions. 

Mr.  GucKMAN.  Mr.  Marlenee. 

Mr.  Marlenee.  There  are  a  few  thing^  about  this  concept  that 
have  not  been  brought  out  and  I  would  like  the  authors  of  the  bill 
to  think  about. 

Number  one,  we  have  to  define  who  are  producers  and  which 
people  are  going  to  get  this  targeted  amount  of  bushels?  Is  it  really 
the  commercial  producer  that  we  are  trying  to  help,  or  are  we 
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going  to  help  a  number  of  other  people  mvolved  in  agriculture? 
And  I  emphasize  "involve." 

Let's  tlunk  about  this  for  a  moment  because,  are  we  going  to  en- 
title the  doctor  with  investments,  and  he  has  bought  640  acres  of 
land  and  leases  it  out  to  a  producer;  is  he  entitled  to  these  deficien- 
cy payments,  or  to  some  kind  of  a  targeted  payment? 

what  about  the  brother  who  left  the  feurm,  turned  it  over,  is  he 
one  of  those  and  is  he  going  to  get  that  targeted  assistance?  The 
retired  farmer,  who  finished  up  and  he  moved  to  town,  now  he  is 
going  to  get  some  of  this  targeted  assistance.  The  guy  who  could 
not  make  it  and  had  to  rent  out  his  place,  the  attorney  who  owns 
some  land — maybe  he  inherited  it,  maybe  he  purchased  it  for  an 
investment — all  of  these  people  are  going  to  be  generally  under  the 
acreage  of  the  commercial  investor  and  they  are  at  the  present 
time  considered  producers. 

And  they  outnumber,  I  would  venture  to  say  in  our  country,  they 
outnumber  the  actual  hands-on  producer  by  about  two-to-one.  You 
take  one  farmer  and  he  will  rent — he  will  have  anywhere  from  two 
to  five,  to  six  or  seven  different  landlords.  So  you  are  going  to  say, 
hey,  all  of  you  guys  out  there  that  own,  or  absentee — ^you  are  not  a 
hands-on  producer — ^you  are  entitled  to  20,000  bushels,  of  assist- 
ance, and  you  the  producer,  the  commercial  producer  who  is  the 
lessee,  the  actual  producer,  you  are  only  going  to  be  able  to  receive 
one  increment  of  assistcmce. 

I  think  that  that  is  fl3dng  and  skewing  the  direction  that  we 
want  to  move  with  farm  programs.  It  is  not  targeting  the  commer- 
cial producer,  the  guy,  the  family  farmer  that  we  want  to  help,  but 
all  of  these  absentee  landlords.  If  we  want  to  do  something,  what 
about  the  foreign  entities  that  own  land  in  Minnesota,  Kansas, 
Montana?  Are  we  going  to  say,  hey,  you  guys  are  all  entitled  to 
some,  too. 

If  we  want  to  do  something,  maybe  we  ought  to  sav  that  anybody 
from  Switzerland,  Canada,  Germany,  France — maybe  they  should 
not  be  entitled  to  Government  payments,  but  when  we  do  that,  we 
had  better  look  at  what  we  do  to  the  farm  economy  in  general. 

We  are  talking  about  management  logistics,  and  I  understand 
management  and  I  understand  it  quite  well.  I  have  sweat  through 
this  son-of-a-gun  for  about  25  or  30  years  now  trying  to  make  a 
farm  operation  go.  I  know  what  would  happen  if  you  came  along 
and  you  said— every  farm  is  only  going  to  get  20,000.  We  are  going 
to  give  you  a  hell  of  a  deal;  we  are  going  to  make  $7  a  bushel,  you 
are  only  going  to  get  10,000  bushel  of  protection  on  wheat. 

All  right,  that  is  great.  What  happens  then  to  the  guy— the 
banker  says,  hey,  fellow.  You  have  to  liquidate,  you  have  1,640 
acres  and  you  have  too  much  debt.  You  have  to  liquidate  320  acres 
of  that.  You  have  to  liquidate  that  land  and  you  have  to  sell  it  to 
somebody  so  you  can  restructure  your  debt. 

Let  me  ask  you,  who  is  he  going  to  sell  that  to?  Most  of  the  pro- 
ducers are  up  against  the  payment  limitation.  They  are  raising 
about  10,000  or  maybe  20,000  bushel,  and  a  good,  solid  commercial 
producer,  he  can't  buy  any  more  because  he  can't  get  any  assist- 
ance. 

So  here  the  guy  is,  he  does  not  have  the  opportunity  to  restruc- 
ture. I  think  that  a  severe  targeting  or  payment  limitation  pro- 
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gram  could  precipitate — and  I  emphasize  this  most  strongly — could 
precipitate  one  of  the  greatest  real  estate  crashes  that  this  country 
has  ever  seen,  in  Minnesota,  Kansas,  Montana,  Nebraska,  Missou- 
ri, or  wherever  you  go  simply  because  nobody  will  have  the  oppor- 
tunity to  put  on  the  market  additional  land  so  they  can  restructure 
their  debt. 

This  committee  better  move  very  cautiously  in  this  r^;ard.  These 
are  two  things.  They  are  not  involved  with  saving  the  family  farm. 
Well,  they  are  involved  with  saving  the  family  farm,  but  our  ac- 
tions could  precipitate  disaster  for  a  lot  of  producers,  and  finally, 
Mr.  Chairman — indulge  me  with  one  more  minute — I  ask  unani- 
mous consent  for  one  more  minute. 

Mr.  GucKMAN.  Granted. 

Mr.  Marlenee.  Finally,  there  is  something  inherently  wrong 
with  a  system  in  which  we  say  we  are  going  to  drive  down  the 
price  on  the  world  market  so  that  this  Nation  can  be  competitive 
and  so  the  consumers  C€ui  receive  a  basket  of  food  that  is  second  to 
none  in  the  world  for  the  price  and  for  what  you  get 

There  is  something  inherently  wrong  in  a  system  that  does  that, 
and  then  says— only  you,  you  and  you,  because  you  happen  to  raise 
less  than  20,000  bushel  and  maybe  you  don't  even  live  on  the  farm, 
are  entitled  to  a  better  price  than  the  guy  whose  market  we  have 
destroyed. 

Thank  you,  Mr.  Chairman. 

Mr.  GucKMAN.  I  just  finished  reading  both  of  these  statements. 
They  are  excellent  statements,  and  they  provide  us  with  some  op- 
tions as  well  as  in  Dr.  Benbrook's  statement,  a  variety  of  what  I 
call  intellectual  judgments  that  we  must  nmke  before  we  make  any 
profound  changes. 

I  think  the  committee  is  very  appreciative  for  them.  I  would  just 
ask  a  couple  of  things.  One,  have  either  of  you  ever  thought  about 
the  option  of  the  Government  not  pa3dng  the  first  bushel  produced, 
deficiency  pa3rments,  or  making  those  eligible  for  loans?  Smidl 
farmers,  hobby  farmers,  let's  say  the  first  30  or  50  acres  of  produc- 
tion as  a  way  to  reduce  cost  in  the  program  and  also  as  a  way  to 
deal  with  the  situation  where  if  you  have  a  target  or  a  loan  rate 
that  is  too  high  it  encourages  maybe  the  very  small  producers  from 
participating. 

Mr.  ScHNrmcER.  I  have  not  considered  that,  no.  I  am  not  sure  I 
understand,  Mr.  Chairman. 

Mr.  GucKMAN.  Let's  say  that  we  just  decide  that  in  any  form  of 
targeting  arrangement,  or  even  in  the  current  program  that  we 
will  make  the  first  50  acres  of  wheat  and  the  first  30  acres  of  com 
not  eligible  for  payments,  period,  as  a  way  to  deal — I  am  only  deal- 
ing with  this  in  the  fiscal  context  in  a  day  to  deal  with  the  situa- 
tion where  more  and  more  people  are  bumping  up  against  the  pay- 
ment limitation.  You  might  have  some  folks  who  are  just  for  the 
target  price,  particularly  the  smaller  producers. 

I  just  wondered  if  you  ever  thought  about  that,  to  try  to  exclude 
the  very  smallest  producers. 

Mr.  ScHNriTKER.  I  think  that  is  an  intriguing  concept.  There  are 
very  few  farmers  and  veiy  few  farm  families  are  heavily  dependent 
on  the  income  that  is  going  to  come  off  30  acres  of  wheat,  and  the 
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benefits  from  the  farm  programs  aren't  going  to  make  that  big  of  a 
difference  to  them. 

Mr.  GucKMAN.  I  just  wondered  where,  in  an  era  where  we  are 
seeing  Gramm-Rudman  and  other  budget  things— this  is  kind  of  a 
reverse  concept  because  it  is  geared  towards  the  very,  venr  smallest 
of  producers.  I  wonder  what  the  fiscal  impact  would  be.  We  may  be 
looking  at  ways  to  reduce  cost,  and  obviously  everybody  gets  a  pay- 
ment on  those  first  30  acres. 

Mr.  ScHNnTKER.  I  think  it  would  have  much  less  of  an  impact  on 
the  budgetary  expenditures  under  the  program  than  it  would  on 
the  workload  in  the  ASCS  offices.  They  have  to  do  a  lot  of  applica- 
tions. It  is  just  as  much  work  to  send  out  a  PIK  certificate  worth 
$300  as  $3,000. 

Mr.  VoLKMER.  Would  the  gentleman  yield? 

Mr.  GucKMAN.  Yes. 

Mr.  VoLKMER.  I  believe  that  the  gentleman  from  Kansas  has  al- 
ready given  the  cuiswer  to  that  tvpe  of  situation;  if  you  restrict  tar- 
geting, as  the  gentleman  say,  he  would  offer  an  amendment  to 
where  at  least  50  percent  of  the  income  from  a  person  had  to  come 
from  that  farming  operation.  You  are  going  to  eliminate  most  of 
those  people  because  they  are  not  going  to  make  any  livelihood  on 
30,  40  or  50  acres. 

Mr.  Roberts.  Would  the  chairman  yield? 

Mr.  GucKMAN.  Be  glad  to. 

Mr.  Roberts.  If  we  are  going  to  go  into  the  briar  patch,  I  think 
we  ought  to  go  in  and  define  on  the  bottom  end  of  it,  as  well.  We 
are  defining  if  you  are  too  big,  you  don't  get  payments;  maybe  we 
ought  to  decide  if  you  are  too  small,  you  don't  get  payments. 

But  the  kev  is,  instead  of  a  small  family  farmer,  we  are  talking 
about  a  small  family  producer,  as  opposed  to  a  hobby  farmer,  and  I 
don't  want  to  perjure  that  term  either.  There  is  a  lot  of  folks  out 
there  that  contribute  in  many  ways  to  our  society  that  fall  into 
that  category,  but  what  we  are  still  talking  about,  I  hope,  is  supply- 
management  to  some  extent  with  very  severe  budget  restrictions, 
and  where  we  want  agriculture  to  go  in  this  country. 

But  that  is  the  problem,  again,  I  would  say  to  the  chairman 
when  this  committee,  the  full  Congress,  the  USDA,  or  for  that 
matter  anybody — any  farm  organization — tries  to  define  who  is  a 
farmer,  who  is  a  producer,  how  small,  how  big.  The  blood  pressure 
in  my  country  is,  if  in  fact  vou  have  a  2,500  acre  operation  that 
does  contribute  more  to  the  Nation's  food  supply  and  they  are  en- 
rolled in  a  supply-management  program,  why  are  you  rewarding  a 
hobby  farmer  from  some  other  place  with  only  40  acres  with  a 
higher  price? 

Mr.  VoLKMER.  Would  the  gentleman  yield? 

Mr.  Marlenee.  Will  the  gentleman  yield? 

Mr.  GucKMAN.  I  will  yield  for  a  minute. 

Mr.  Marlenee.  The  answer  is  very  simple:  Go  ahead  with  the 
amendment  and  let's  have  USDA  make  all  the  evaluations.  You 
have  to  get  an  appointment  now  to  get  into  your  ASCA  Office  to 
sign  up  for  all  the  programs.  By  the  time  we  go  through  all  the 
evaluations,  the  planting  season  is  over  and  we  won't  raise  any- 
thing. 

Mr.  VoLKMER.  Will  the  gentleman  yield? 
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Mr.  GucKMAN.  Yes,  I  would  be  glad  to. 

Mr.  VoLKMER.  I  would  much  prefer  if  we  do  anything  on  this 
whole  idea — the  gentleman  from  Kansas'  solution,  rather  than  this 
gentleman  ft'om  Kansas — the  chairman's  solution — ^because  in 
many  areas  of  this  country,  not  only  in  mine,  but  in  other  areas, 
you  can  have  a  1,000  acre  farm  with  a  30,  40  or  50  acre  wheat  base. 
Because  they  may  also  producer  com  and  milo  and  soybeans,  or 
cotton,  or  rice. 

Therefore,  if  because  the  person  had  such  a  smaller  base,  I  don't 
think  it  is  as  good  as  trying  to  say  that  a  producer  should  be  from 
farm  income. 

Mr.  Roberts.  Would  the  gentleman  yield  on  that  point? 

Mr.  GucKMAN.  Yes. 

Mr.  Roberts.  But  there  is  no  substitution,  which  is  what  the  gen- 
tleman has  pointed  out.  We  tried  to  get  a  20  percent  substitution 
factor  in  this  farm  bill.  We  have  a  10  percent  substitution  flexibil- 
ity but  the  Secretary  has  refused  to  do  that,  and  so  in  many  cases 
now,  in  terms  of  good  conservation  practices  and  in  trying  to  figure 
out  where  you  are  going  to  plant  a  crop  for  the  market,  you  can't 
do  that. 

Under  this  particular  plan,  there  is  no  substitution  and  that  is 
yet  another  problem. 

Mr.  GucKMAN.  We  don't  know  if  there  is  substitution  or  not. 

Mr.  VoLKMER.  In  the  gentleman's  bill  there  may  not  be,  but  that 
doesn't  mean  that  we  wouldn't  do  anything. 

Mr.  GucKBi/iN.  I  guess  my  point  in  raising  this  is  if  the  Dorgan- 
Penny  concept,  which  I  find  attractive,  is  based  upon  a  quite  high 
target  price  or  pa3rment  on  x-thousand  bushels,  I  don't  want  to  be 
encouraging  more  people  to  produce  those  bushels. 

I  am  just  trying  to  figure  out  if  there  is  a  way  to  deal  with  that 
problem.  We  don  t  want  to  increase  production  by  20  percent  by  a 
higher  target  price  on  all  the  bushels  produced  up  to  30,000  bush- 
els. That  was  my  point. 

Let  me  just  make  a  couple  of  quick  points.  Mr.  Schnittker,  just 
briefly,  in  your  statement  you  say  that  you  oppose  the  decoupling 
concept  of  the  Boren-Boschwitz  proposal,  but  you  do  support  a  0/92 
proposal,  at  least  on  an  option  basis  for  a  short  period  of  time.  Is 
that  a  fair  characterization? 

Mr.  Schnittker.  Yes,  I  referred  to  what  I  see  as  real  difHculties 
in  the  overall  Senator  Boschwitz  bill,  which  includes  lowering  price 
support  levels,  terminating  acreage  reduction,  et  cetera.  But  I 
think  it  is  important  to  make  a  start  on  the  decoupling  idea  with 
one  commodity  or  two  for  a  vear  and  see  what  kind  of  farmer  re- 
sponse you  get,  and  that  is  what  I  understand  the  bill  that  is  going 
to  be  on  the  floor  would  do. 

Mr.  GucKMAN.  Thank  you.  Let  me  finally  ask  you,  I  don't  know 
if  you  are  going  to  be  testifVing  on  the  Harkin-Gephardt,  the  man- 
datory control  bill  or  not,  but  you  have  a  statement  in  your  last 
point.  I  would  like  to  read  it. 

You  say: 

Mandatory  programs,  similar  to  those  in  the  Harkin-Gephardt  bill  are  now  gener^ 
ally  unacceptable  to  U.S.  farmers  in  my  judgment.  Wheat  or  rice  farmers  might 
support  a  mandatory  high-price  support  program,  but  I  doubt  it.  Corn  and  soybean 
growers  would  never  do  so.  We  need  to  make  acreage  restrictions  for  a  time,  given 
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the  huge  surpluses  and  excess  capacity  now  evident,  but  a  combination  of  present 
diversion  programs  strongly  administered,  and  the  conservation  reserve  now  repre- 
sent the  only  acceptable  approach. 

I  wonder  if  you  might  outline  in  your  own  words,  generally,  your 
thoughts  on  Hiarkin-Gephardt  type  proposals. 

Mr.  ScHNrrTKER.  I  fear  that  under  that  type  of  proposal,  where 
you  decide  more  or  less  commodity,  or  product  by  product,  that  you 
would  get,  say,  wheat  voting  yes,  and  you  would  have  everything 
that  goes  with  it,  including  a  very  high  price  support,  but  then 
com  voting  no.  You  would  get  $1.80  corn  and  $7  wheat,  and  that 
just  doesn't  work  very  well. 

I  think  you  would  nave  a  very  uneven  situation  if  you  submitted 
to  that  kind  of  a  decision  process  by  farmers,  and  it  would  become 
unworkable  in  my  judgment. 

Mr.  GucKMAN.  I  want  to  thank  you  both  for  coming  here,  very 
much.  Your  statements  are  excellent. 

Our  last  panel  is  a  panel  of  three  gentlemen,  Mr.  Don  Reeves, 
Bread  for  the  World,  Central  City,  Nebraska;  Mr.  Bob  Carlson,  vice 
president.  North  Dakota  Farmers  Union;  and  Mr.  John  Zippert, 
Federation  of  Southern  Cooperatives,  Atlanta,  Greorgia. 

We  are  delighted  to  have  you  all  here.  Why  don't  you  come  up 
and  we  will  proceed  to  hearing  from  each  of  you.  Your  entire  state- 
ments will  appear  in  the  record.  If  you  can  try  to  summarize  and 
give  us  more  time  for  questions,  we  would  appreciate  it. 

We  have  a  bill  on  the  floor  that  is  going  to  be  on  about  12:10  or 
12:15,  so  we  are  going  to  have  to  move  as  quickly  as  possible. 

STATEMENT  OF  DON  REEVES,  AGRICULTURAL  POLICY 
CONSULTANT,  BREAD  FOR  THE  WORLD 

Mr.  Reeves.  I  am  Don  Reeves,  from  Central  City.  I  am  a  grain 
and  livestock  farmer,  but  appear  here  today  on  behalf  of  Bread  for 
the  World,  most  of  whose  members  are  not  farmers. 

I  am  gong  to  start  with  a  couple  of  stories  that  are  not  in  the 
¥n-itten  testimony.  In  some  of  the  best  land  in  Guatemala  they 
grow  cotton  for  export  purposes,  and  I  understand  from  a  Guate- 
malan geographer  that  the  labor  is  so  cheap  there  that  they  can 
hire  people — they  overplant  the  seed — and  then  hire  people  to  thin 
those  plants  by  hand;  and  that  the  preferred  persons  to  hire  for 
this  thinning  operation  are  the  young  women  and  the  women  who 
come  down  from  the  mountains. 

Their  culture  is  such  that  they  thin  down  to  the  strongest  plant, 
and  that  cultural  instinct,  as  it  were,  carries  them  through  and 
there  is  a  measurable  increase  in  cotton  if  those  people  do  the  thin- 
ning, as  opposed  to  other  persons. 

I  was  reminded  of  that  as  I  read  the  current  issue  of  Hog  Man- 
agement, in  which  William  Hahn,  who  is  the  president  of  National 
Farms,  was  talking  about  the  People  who  work  on  their  hog  oper- 
ation in  Holt  County,  Nebraska.  Tney  have  hired  about  275  people 
there  and  William  Hahn  said  everyone  of  these  people  is  the  son  or 
daugher  of  a  farmer. 

Well,  I  thought  of  the  Guatemalan  situation  and  my  question  to 
William  Hahn,  the  people  who  supported  that  kind  of  an  industrial 
agriculture,  where  are  the  sons  and  daughters  going  to  come  from 
the  next  generation? 
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I  make  that  point  in  the  context  of  appearing  from  a  group  who 
are  primarily  nonfarmers.  To  emphasize  the  point  that  the  support 
for  family  farms  is  werv  widespread  and  with  good  reasons. 

I  spent  the  weekend  in  Philadelphia.  In  1731»  a  Quaker  named 
John  Martin  died  and  he  left  the  bulk  of  his  estate  m  the  care  of 
the  Meeting  for  the  care  of  necessitous  Friends. 

Well,  that  is  a  fairly  prosperous  Meeting  and  thev  have  not  used 
all  the  income  from  that  fund  for  needy  Friends.  I&  that  Meeting, 
in  the  Center  of  Philadelphia,  in  a  meeting  Sunday  afternoon, 
made  an  application  to  Midwest  Quakers  ror  a  loan  fund  for 
Quaker  farmers  who  are  in  trouble. 

I  cite  that  as  another  illustration  of  the  widespread  support  for 
the  concept  of  family  farms,  it  is  not  only  a  sentimental  thmg,  it  is 
because  there  are  real  values  that  go  with  the  farm. 

In  the  written  testimony,  on  page  2,  I  have  suggested  some  of 
those  values  that  too  often  get  left  out  of  the  consideration  of  farm 
policy. 

They  have  to  do  with  the  costs,  real  costs,  of  moving  and  retain- 
ing farm  families  who  leave;  the  disinvestment  in  rural  infrastruc- 
ture— houses  and  schools  and  their  recreation  someplace  else;  the 
welfare  and  social  service  costs  for  those  who  do  not  find  alterna- 
tive employment;  the  increasing  costs  for  rural  community  services 
for  declining  populations;  and  the  costs  associated  with  higher  de- 
grees of  migrant  or  permanent  farm  labor. 

Now  beyond  these  things  which  could  be  measured  but  which 
generally  are  not  in  farm  policy  considerations,  there  are  a  whole 
series  of  other,  less  tangible  values,  but  which  I  believe  are  very 
real. 

What  happens  if  you  let  small  communities  disappear?  The  qual- 
ity of  life,  the  concentration,  the  different  patterns  of  community 
decisionmaking  that  follow  the  concentration  of  ownership;  in- 
crease of  family  problems  and  the  loss  of  opportunity  to  famines  to 
experience  the  values  associated  with  family  farms. 

It  seems  to  me  that  it  is  incumbent  on  an  Agriculture  Conunittee 
to  be  making  farm  policy  which  serves  the  interest  of  all  the  people 
and  which  will  have  the  support,  generally,  of  a  very  broad  spec- 
trum of  people. 

Now  coming  to  commodity  programs,  clearly  we  support  the  con- 
cept of  making  these  payments  in  such  a  way  that  you  would  re- 
enforce  a  disbursed  pattern  of  agriculture.  On  page  3,  there  I  have 
talked  about  the  dimculties  wi&  the  present  payment  limitation 
concept,  based  on  dollars. 

First,  of  all,  it  jumps  around  fi'om  year  to  year.  When  the  $50,000 
limitation  was  put  in  place,  I  don't  think  that  there  was  a  farm  in 
Merrick  County  which  was  affected  by  it.  This  year,  it  affects  about 
a  third  of  the  farmers.  It  is  impossible  for  us,  as  farmers,  to  make 
rational  planning  decisions  on  rules  that  jump  around  that  much. 

For  the  most  part,  up  until  the  last  couple  of  years,  the  $50,000 
really  was  high  enough  that  it  was  not  effective.  Clearly,  we  are 
finding  out  now  that  the  rules  aren't  strong  enough  to  prevent 
ways  of  running  around  the  end  of  it. 

But  it  seems  to  me  that  there  are  a  couple  of  other  concerns  that 
particularly  concern  the  taxpayers  in  this  venture  in  that  it  is 
available,  as  Congressman  Marlenee  pointed  out.  It  is  available  to 
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a  whole  bunch  of  other  people  besides  the  people  out  there  trying 
to  earn  a  living  on  the  farm. 

There  is  no  consideration  of  nonfarm  income,  for  example. 

Finally,  the  whole  thing  is  kind  of  mixed  up  because  you  are 
trying  to  do  two  things.  We  are  both  trying  to  support  the  income 
of  family  farms,  and  we  are  trying  to  do  this  production  control 
thing  with  the  same  complex  of  payments.  We  very  likely  are  going 
to  have  to  separate  those  functions  to  make  this  work. 

I  think  that  we  will  find  very  widespread  support  for  the  notion 
of  supporting  the  basic  family  income  of  these  people  on  the  farms, 
but  that  there  is  probably  no  public  policy  justification  for  pay- 
ments, either  to  people  who  don't  need  it,  or  for  payments  which 
encourage  farms  to  just  keep  on  growing. 

I  have  listed  on  page  3  some  criteria,  some  guidelines  which  we 
would  suggest  that  you  look  at  in  thinking  about  the  concept  of  tar- 
geting program  pajmoients. 

First  of  all,  we  would  set  loan  rates  at  somewhere  near  the  cost 
of  production,  thinking  in  terms  of  the  present  program.  Probably 
would  raise  target  prices  modestly.  Then,  these  should  be  adjusted 
on  a  regular  basis. 

Then  comes  the  targeting  schemes;  to  limit  coverage  on  a  volume 
basis  so  that  we  can,  as  farmers,  make  plans  from  one  year  to  the 
next,  and  then  limit  this  coverage  to  the  number  of  bushels,  bales, 
or  whatever  that  would  be  equivalent  to  protecting  the  basic  family 
income.  And  then  either  cut  it  off  or  phase  it  out,  and  be  sure  that 
it  is  surrounded  with  regulations  tight  enough  that  you  can't  do  an 
end  run  around  it. 

It  seems  to  me  that  in  the  circles  that  I  move  in,  which  includes 
farmers  and  predominantly  nonfarm  people,  that  a  program  of  this 
character  would  find  widespread  support.  I  think  I  would  close  by 
appealing  to  the  committee  to  move  ahead  with  this  sort  of  target- 
ing mechanism. 

There  are  a  lot  of  schemes  floating  around,  many  of  which  would 
be  a  lot  better  than  the  mess  we  have  now,  but  it  is  my  perception 
that  it  is  going  to  take  a  while  before  there  will  be  any  fundamen- 
tal changes  in  the  program. 

But  that  there  would  be  very  widespread  support  for  moving  as 
quickly  as  can  be  done  well  on  targeting  kinds  of  proposals.  The 
alternative  may  be  that  we  lose  much  of  this  good  will  that  will  be 
there  for  welcome  seed  programs. 

We  applaud  the  committee  for  having  this  set  of  hearings  and 
assure  you  that  this  group.  Bread  for  the  World,  will  be  supportive 
of  moves  in  this  direction. 

[The  prepared  statement  of  Mr.  Reeves  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  GucKMAN.  Thank  you,  very  much,  Mr.  Reeves. 

Mr.  Carlson. 

STATEMENT  OF  ROBERT  CARLSON,  VICE  PRESIDENT,  NORTH 
DAKOTA  FARMERS  UNION 

Mr.  Carlson.  Thank  you,  very  much.  I  am  the  owner  of  a  farm 
in  North  Dakota,  and  I  serve  as  the  vice  president  of  the  North 
Dakota  Farmers  Union,  who  I  am  here  to  represent. 
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The  North  Dakota  Farmers  Union  has  historically  advocated 
payment  limitations  and  other  methods  of  targeting  farm  program 
benefits  to  family  farmers. 

The  origincd  goal  of  Federcd  farm  legislation  in  the  1930's  was  to 
provide  farm  families  a  parity  of  income  wiht  their  urban  neigh- 
bors. Unfortunately,  as  conditions  in  rurcd  America  changed,  the 
farm  laws  of  this  Nation  did  not  keep  pace  with  those  changes,  nor 
did  they  remain  faithful  to  that  original  objective. 

Commodity  programs  pricing  levels,  supply-management,  acr^ige 
set-asides,  bases,  yields,  efficiency  payments,  exports  and  similar 
components  of  farm  policies  became  objectives  unto  themselves 
rather  than  a  means  toward  the  objective  of  assuring  a  reasonable 
livelihood  to  the  family  farm. 

Today  the  family  farm  has  become  a  residual  beneficiary  of  Fed- 
ercd  farm  policies  rather  than  being  the  primary  beneficiary.  As  a 
result,  our  organization  is  even  more  convinced  that  Congress  must 
take  steps,  both  in  the  short  term  and  in  the  long  term  to  establish 
and  enforce  realistic  limitations. 

You  must  close  the  current  loopholes  that  are  permittmg  multi- 
million  dollar  payments  to  some  producers,  and  multimillion  dollar 
profits  to  some  agribusiness  firms,  while  thousands  of  family  farm- 
ers continue  to  go  broke. 

The  North  Dakota  Farmers  Union  is  very  supportive  of  proposals 
such  as  the  Dorgan-Penny  bill,  which  would  limit  price  protection 
to  the  first  20,000  bushels  of  wheat  or  the  first  30,000  bushels  of 
com.  We  also  believe  the  tiered  system  of  acreage  set-asides  is  a 
good  beginning  step  with  the  Harkm-Gephardt  bill. 

Instead  of  placing  price  supports  under  every  bushel  of  produc- 
tion, we  believe,  and  this  is  most  important,  it  is  time  to  place  price 
supports  under  our  family  farms.  We  further  believe  that  Congress 
must  first  address  the  question  of  protecting  the  income  of  family 
farmers.  After  that  issue  is  settled,  then  we  can  move  on  to  the 
issues  of  supply  or  marketing  management,  exports  and  trade. 

We  have  a  proposal  within  the  North  Dakota  Farmers  Union 
that  we  call  the  Family  Farm  Protection  Act,  which  I  will  summa- 
rize for  you  orally  very  briefly.  We  would  propose  a  marketing  loan 
concept  with  the  maximum  marketing  loan  dollar  vcdue  fixed  at 
$125,000  be  repaid  at  the  average  county  price. 

We  would  do  away  with  bases,  we  would  do  away  with  3rield  for- 
mulas and  simply  rely  on  that  limit  based  on  a  loan  on  your  actual 
production  to  support  family  farmers.  We  think  that  would  target 
the  beneflts.  We  think  it  would  get  rid  of  the  inequities  in  the  ex- 
isting system  of  bases  and  yields. 

This  would  do  away  with  that  and  we  think  target  beneflts  at  the 
same  time.  We  have  had  a  very  good  response  to  this  proposal 
throughout  North  Dakota  and  some  support  for  it  within  our  Na- 
tional Farmers  Union  organization. 

However,  as  I  stated  earlier,  the  flrst  job  of  Congress  is  to  protect 
the  net  income  and  livelihood  of  family  size  farmers;  everything 
else  at  this  point  must  be  secondary.  As  a  delegate  to  the  recent 
National  Farmers  Union  Convention,  I  am  pleased  to  report  to  this 
subcommittee  that  our  National  organization  also  adopted  policy 
positions  in  support  of  targeting. 
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As  examples,  our  Nationcd  Convention  adopted  the  following 
policy  statements,  ''We  call  upon  Congress  to  develop  a  simplified 
and  more  direct  program  that  returns  to  the  gocd  of  assuring  pro- 
ducers a  reasonable  livelihood  by  providing  full  farm  income  pro- 
tection on  the  basic  production  of  family  farm  units. 

Tiered  marketing  quotas,  set-asides  and  price  supports,  together 
with  recdistic,  overall  and  per  program  limitations  should  be  en- 
acted and  effectively  enforced  in  all  farm  program  provisions  so 
program  benefits  are  targeted  to  smcdl-  and  medium-size  farmers 
based  on  the  number  of  bushels,  and  a  limit  on  the  total  amount  of 
CCC  loans  that  any  farmer  could  receive  in  1  year. 

We  wish  to  commend  this  subcommittee  for  holding  a  hearing 
that  returns  the  focus  to  the  structure  of  American  agriculture  and 
the  need  for  targeting  farm  program  benefits. 

Thank  you. 

[The  prepared  statement  of  Mr.  Carlson  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  GucKMAN.  Thank  you,  Mr.  Carlson.  We  appreciate  your  tes- 
timony. 

Mr.  Zippert. 

STATEMENT  OF  JOHN  ZIPPERT,  DIRECTOR,  PROGRAM  OPER- 
ATIONS, FEDERATION  OF  SOUTHERN  COOPERATIVES  AND 
LAND  ASSISTANCE  FUND 

Mr.  Zippert.  I  am  John  Zippert,  the  director  of  program  oper- 
ations for  the  Federation  of  Southern  Cooperatives  and  Land  As- 
sistance Fund  at  the  federation's  training  center  near  Epps,  Ala- 
bama. 

Our  federation  works  with  about  15,000  black  family  farmers, 
whose  average  landholding  is  50  acres  or  less.  I  should  also  say 
that  only  about  30  percent  of  the  farmers  we  work  with  avail  them- 
selves of  any  of  the  commodity  programs  under  the  programs  that 
you  are  discussing  here. 

So  many  of  them,  cdthough  they  are  farm  operators,  are  operat- 
ing outside  of  these  programs  that  you  are  discussing  today.  As 
family  farmers  and  farmers  who  are  really  in  many  cases  living  in 
subsistence  and  on  the  edge  of  poverty  and  clinging  to  small  land- 
holdings,  they  are  the  most  vulnerable  farmers.  I  think  the  history 
which  I  point  out  in  the  statement,  that  in  1910,  black  farmers 
owned  15  million  acres  of  land,  and  that  by  1980,  that  had  declined 
to  somewhere  less  than  7  million  acres  of  land  is  an  indication  that 
black  farmers  are  losing  their  land,  and  in  part  this  is  occurring  as 
a  result  of  Federal  agriculture  policy  which  does  not  target  and 
help,  not  only  in  the  commodity  and  price  subsidy  programs,  but  in 
the  farm  credit  progams,  and  the  extension  programs,  in  the  re- 
searh  programs  and  €dl  the  way  around — really  focus  on  the  needs 
of  family  farmers  and  minority  farmers  and  small  farmers  who 
need  help  the  most. 

I  think  it  is  a  legitimate  criticism  and  others  who  have  come 
before  you  today  have  suggested  it  is  a  legitimate  criticism,  I  think, 
of  the  agriculturcd  policies  that  have  been  in  existence,  and  al- 
though they  have  been  instituted  in  the  name  of  family  farmers. 
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that  they  have  really  basically  served  the  largest  farmers  and  have 
not  recdiy  targeted  some  of  the  smallest  farmers. 

Some  of  our  specific  recommendations  deed  with  implementing 
the  recommendations  of  the  1982  Civil  Rights  Commission  concern- 
ing increased  civil  rights  complismce  and  enforcement  in  all  pro- 
grams of  the  Department  of  Agriculture,  affirmative  action  bv  the 
Department  of  Agriculture  and  the  distribution  of  program  bene- 
nts,  employment,  and  participation  on  all  the  boards;  some  kind  of 
a  real  set-aside  program  where  in  counties — and  there  is  something 
like  150  counties  in  the  Southeast  where  black  farmers  are  5  per- 
cent or  more  of  the  farm  population — that  the  loan  programs,  the 
conservation  programs,  the  extension  programs,  should  serve  black 
farmers  in  proportion  to  their  participation  in  the  farm  population. 

Also,  some  effort  to  redirect  some  of  the  research  and  eaucation, 
outreach  and  other  activities  that  the  Department  of  Agriculture 
support  to  really  help  and  assist  these  farmers. 

We  have  worked  with  other  groups.  We  are  supportive  of  some  of 
the  parity  price  considerations  and  supply  control  and  debt  restruc- 
turing in  the  Harkin-Gephardt  Act,  and  they  have  included  in  that 
act  some  of  the  set-aside  provisions  for  minority  farmers  that  we 
are  talking  about  in  this  statement,  and  I  think  it  would  do  well  to 
include  those  in  any  farm  bill,  or  in  any  changes  or  restructure  of 
farm  programs  that  you  come  up  with. 

I  would  sincerely  urge  you  to  pay  close  attention  to  the  problems 
of  some  of  the  most  neglected  farmers  in  America,  black  farmers 
and  other  minority  farmers  in  this  country. 

[The  prepared  statement  of  Mr.  Zippert  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  GucKMAN.  Thank  you,  Mr.  Zippert.  I  want  to  thank  you  all 
for  your  testimony. 

Mr.  Carlson,  your  proposal  that  you  talk  about,  you  have  outlind 
in  your  statement.  Did  you  present  that  to  the  Farmers  Union  or 
to  any  other  organization  for  specific  endorsement,  or  it  it  still  in 
the  formative  stage? 

Mr.  Carlson.  Mr.  Chairman,  that  is  the  policy  of  the  North 
Dakota  Farmers  Union.  In  my  longer,  written  testimony  it  should 
appear  in  a  bit  more  detail. 

At  the  nationcd  level,  the  National  Farmers  Union  policy  is  a 
fairly  broad  policy  that  could  include  this  concept. 

Mr.  GucKMAN.  Just  curiously,  has  the  North  Dakota's  Farmers 
Union  taken  a  position  on  the  Harkin-Gephardt  proposal? 

Mr.  Carlson.  Mr.  Chairman,  we  don't  mention  the  Harkin-Gep- 
hardt proposal  by  name,  but  we  do  have  a — I  guess  if  we  had  a 
dream  scenario  and  could  write  a  farm  bill  in  the  North  Dakota's 
Farmer  Union,  it  would  begin  with  the  approach  that  I  outlined 
very  briefly,  the  commodity  marketing  loan  because  we  think  that 
has  some  self-regulation  built  into  it.  You  obviously  won't  grow 
wheat  if  your  loan  support  payments  are  capped.  You  won't  go  over 
that  cap  or  you  can't  farm. 

After  that,  after  getting  the  targeting  positions  down,  then  we 
would  go  to  a  referendum  on  mandatory  supply  control  type  of  reg- 
ulation. 

Mr.  GucKMAN.  Did  you  happen  to  hear  Mr.  Schnittker  talk 
about  the  problems  if  wheat  approved  the  referendum  and  com 
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didn't,  the  chaotic  result  in  agriculture  that  might  result  as  a  con- 
sequence of  that?  I  wonder  if  you  have  any  comments  on  that? 

Mr.  Carlson.  Well,  Mr.  Chairman,  you  know  we  don't  grow 
much  corn  in  North  Dakota,  so  I  don't  really  know  much  of  the 
feelings  of  the  com  growers.  My  guess,  offhand,  based  on  the  poll 
last  summer  on  a  wheat  referendum,  I  would  say  the  wheat  grow- 
ers in  our  area,  the  majority  of  them  would  probably  approve  such 
a  program,  but  it  would  be  a  battle.  There  is  no  doubt  about  that. 

Mr.  GucKMAN.  I  want  to  thank  you  for  vour  statement.  You 
mentioned  on  page  8,  when  vou  said,  'Today  the  buying  and  selling 
of  land  and  the  renting  and  leasing  of  land  is  beginning  to  resem- 
ble the  buying  and  selling  of  tobacco  allotments." 

What  we  have  done  with  respect  to  land  with  a  high  program 
crop  acreage  base  is  drawing  a  premium,  and  others  with  no  base, 
or  a  lower  base  is  not.  We  are  doing  things  that  we  never  dreamed 
we  would  be  doing  in  our  parts  of  the  country. 

I  suspect  that  what  is  going  to  happen  is  that  we  are  in  the  tran- 
sition time  period  where  the  next  farm  bill — I  have  my  doubts  as  to 
whether  anything  major  structural  will  be  done  until  we  elect  the 
next  President  of  the  United  States,  because  generally  the  adminis- 
tration tends  to  direct  farm  policy.  That  is  one  of  the  reasons  why 
we  elect  a  President.  It  is  very  difficult  for  Congress  to  override  a 
President  and  establish  its  own  farm  policy. 

But  I  sense  we  are  in  a  transition  period,  where  the  next  farm 
policy,  and  hopefully  it  will  be  long  term  and  predictable  and 
stable,  it  is  going  to  look  a  lot  different  than  the  farm  policy  of  the 
last  20  years. 

I  gather  that  from  the  witnesses,  I  gather  that  from  talking  to 
folks  about  what  they  think  we  ought  to  be  doing.  Basically  the 
1985  farm  bill  is  a  continuation  of  farm  programs  that  we  have 
been  doing  in  this  country  since  1971,  the  early  1970's. 

I  suspect  that  you  are  going  to  see  a  fundamental  change  occur 
at  some  point  in  time,  probably  not  until  we  elect  the  next  Presi- 
dent of  the  United  States.  We  may  be  able  to  do  some  things  cdong 
the  sides,  but  probably  nothing  structured  as  long  as  the  adminis- 
tration doesn't  want  to  go  along  with  any  major  change. 

But  your  views,  and  the  views  of  the  North  Dakota  Farmers 
Union,  I  think,  reflect  proposed  policy  options  which  are  going  to 
be  in  the  pot  of  what  we  consider  as  we  make  those  fundamental 
changes.  So  we  appreciate  all  of  your  testimony. 

Mr.  Penny. 

Mr.  Penny.  Thank  you,  Mr.  Chairman.  Mr.  Zippert,  you  indicat- 
ed that  a  typical  farm  in  your  association  is  50  to  60  acres.  Is  that 
the  total  size  of  the  farm,  or  is  that  the  size  of  the  acreage  that  is 
devoted  to  some  of  the  program  crops? 

Mr.  Zippert.  I  am  saying  that  is  the  average  size  of  the  farm; 
total  size  of  the  farm. 

Mr.  Penny.  Do  those  operators  make  most,  if  not  all,  of  their 
family  income  off  of  that  operation? 

Mr.  Zippert.  I  would  say  that  about  two-thirds  of  the  people  do, 
in  some  cases  not  by  choice,  but  by  not  having  any  other  choice. 
They  are  living  on  the  land,  on  the  farm;  there  are  no  other  job 
opportunities.  This  is  where  they  are  and  this  is  what  they  have  to 
utilize  these  resources  to  do  their  best. 
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Mr.  Penny.  So  if  we  were  to  target  farm  programs,  and  those 
farmers  were  growing  a  program  crop,  and  we  hadf  an  income-based 
eligibility  standard  that  they  had  to  primarily  be  making  their 
living  off-the-farm,  they  would  not  have  a  problem  qucdifying? 

Mr.  ZippERT.  I  don't  think  we  would  have  a  problem. 

Mr.  Penny.  Currently  most  of  them  are  not  in  the  program,  but 
if  that  were  the  case,  they  would  not  have  a  problem  qualifying. 

Mr.  ZiPPERT.  I  don't  think  so.  We  do  have  people  who  have  on- 
the-farm  income,  but  I  think  the  50  percent  test  that  you  were 
talking  about  would  not  have  a  detrimental  effect  on  the  people  we 
are  working  with.  We  are  not  working  with  hobby  farmers.  We  are 
working  with  people  who  are  on  the  land,  who  are  trying  to  make 
a  living  there.  I  think,  unfortunately,  too  many  of  them  are  endur- 
ing subsistence  and  poverty  conditions. 

Some  of  our  concern  is  to  make  some  of  the  other  programs  of 
the  Government  really  more  equitably  available  so  that  people 
could  go  into  some  diversification  and  make  full  utilization  of  their 
land. 

Mr.  Penny.  I  wanted  to  thank  you,  as  well,  for  bringing  those 
other  issues  to  the  attention  of  the  committee,  because  we  do  need 
to  be  reminded  that  some  of  the  other  services,  programs,  and  re- 
search that  we  handle  through  the  Department  of  Agriculture  are 
not  very  well  targeted,  either.  We  appreciate  your  testimony  in 
that  respect. 

Mr.  Carlson,  I  thank  you  for  being  here,  and  appreciate  your 
words  of  support  for  the  targeting  concept.  I  also  understand  in 
your  testimony  that  there  was  language  adopted  at  the  National 
Convention  which  gives  some  support  for  the  concept  of  targeting 
program  payments  to  small  and  midsized  family  farms. 

Knowing  that  the  National  Farmers  Union  has  been  relatively 
active  in  support  of  the  Harkin-Gephardt  bill,  it  is  helpful  to  be  re- 
minded that  they  are  also  supportive  of  the  targeting  approach  and 
that  those  goals  don't  have  to  be  exclusive;  that  there  are  some 
merits  in  both  proposals.  The  Harkin-Gephardt  bill  clearly  is  a 
supply-management  bill,  whereas  our  bill  addresses  the  issue  of 
targeting  whatever  payments  are  made. 

I  guess  they  could  be  handled  separately,  but  I  think  there  is  an 
opportunity  for  both  issues  to  be  addressed  jointly.  So  while  I  don't 
have  any  questions  for  you,  I  wanted  to  thsmk  you  for  bringing 
that  resolution  to  the  attention  of  the  committee,  because  it  is  im- 
portant to  know  that  the  Farmers  Union  has  always  been  support- 
ive of  the  targeting  approach. 

I  do  have  a  couple  of  questions  for  Mr.  Reeves.  I  appreciate  your 
testimony  in  support  of  the  targeting  concept,  but  you  didn't,  in 
your  testimony,  mention  the  implications  of  a  targeting  bill  like 
the  one  that  we  have  introduced  on  the  poor,  here  at  home  and 
around  the  globe,  and  how  you  think  it  will  affect  the  availability 
of  commodities,  the  price  of  commodities. 

I  would  appreciate  your  elaborating  on  that  a  little  bit  if  you 
have  some  thoughts. 

Mr.  Reeves.  Bread  for  the  World  had  its  beginning  in  the  middle 
1970's  as  a  world  hunger  group.  It  has,  from  the  beginning,  kept  in 
view  the  needs  of  poor  people  in  this  country.  So  the  concept  of 
price  is  very  important  to  Bread  for  the  World  members. 
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Clearly,  if  Congress  judges  fair  price  and  then  requires  that  it  cdl 
come  through  the  marketplace,  food  prices  are  going  to  go  up.  So 
that  sense  of  what  is  fair  becomes  crucial  in  that  kind  of  discus- 
sion. 

It  may  not  be  quite  as  crucial  if  there  is  some  separation  of  the 
farmer  income  between  market  receipts  and  direct  payments. 

In  thinking  in  terms  of  the  Third  World,  which  is  a  concern  of 
Bread  for  the  World,  the  present  pattern  of  huge  export  subsidies 
is  calamitous  in  terms  of  Third  World  development.  If  prices  are 
way  down,  it  just  interferes  with  rationed  economic  development 
policies  in  the  Third  World. 

It  is  quite  clear  that  farmers  in  those  nations  will  not,  cannot, 
increase  their  production  unless  the  prices  they  get  are  high 
enough  that  they  can  afford  to  take  new  risks. 

Beyond  that,  many  of  these  nations  have  very  large  debts  to 
service.  They  have  to  sell  €dl  they  can,  of  whatever  they  have,  to 
try  to  service  those  debts.  In  many  instances,  they  are  selling  agri- 
cultural produce  into  the  same  market  that  we  are  deliberately  de- 
pressing. 

So  that  an  export  subsidy,  as  it  were,  of  whatever  character  is 
really  injurious  to  the  long-term  interest  of  those  people,  besides 
being  very  expensive  to  the  United  States  and  all  other  exporters. 

Mr.  Penny.  I  thank  you.  My  time  is  expired,  but  Mr.  Chairman, 
if  I  might,  I  want  to  make  a  specicd  note  of  testimony  submitted  to 
this  subcommittee  by  the  National  Grange,  and  ask  that  it  be  in- 
cluded in  the  committee  record.  It  is  genercdly  supportive  of  the 
targeting  approach,  as  well,  and  we  appreciate  that. 

Mr.  GucKAAAN.  Without  objection. 

[The  prepared  statement  of  the  National  Grange  appears  at  the 
conclusion  of  the  hearing.] 

Mr.  GucKMAN.  Thank  you. 

Mr.  Marlenee. 

Mr.  Marlenee.  Thank  you,  Mr.  Chairman.  I  have  some  very 
brief  questions  that  will  require  only  very  brief  answers.  I  welcome 
all  three  of  you  to  the  subconmiittee.  It  is  our  pleasure  to  serve 
here,  and  to  serve  cdl  of  you  throughout  the  United  States. 

Mr.  Carlson,  Glenbum,  where  is  that?  Is  that  the  Red  River 
Valley? 

Mr.  Carlson.  No,  sir.  Glenbum  is  in  the  north  central  part  of 
the  State. 

Mr.  Marlenee.  North  central.  You  had  a  lot  of  rainfall  there 
last  year,  didn't  you? 

Mr.  Carlson.  We  have  been  lucky  to  have  good  crops  for  the  last 
4  of  5  years. 

Mr.  Marlenee.  Just  what  is  your  yield  up  there? 

Mr.  Carlson.  Our  average  yield  on  wheat  would  be  in  the  neigh- 
borhood of  between  30  to  35  bushels,  I  would  say. 

Mr.  Marlenee.  And  North  Dakota  is  genercdly  recognized  as  a 
30  to  40  bushel  cropping  area;  good  soil,  good  land.  How  many 
acres  do  you  have? 

Mr.  Carlson.  About  1,450  acres  of  cropland. 

Mr.  Marlenee.  Do  you  have  children? 

Mr.  Cari^on.  Yes,  I  do. 
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Mr.  Marleneb.  Not  that  I  am  getting  personal,  I  am  getting  at  a 
point,  sir.  You  need  not  answer  these  questions  if  you  don't  care  to 
answer  them.  You  do  have  children.  Any  sons? 

Mr.  Carlson.  Yes;  I  have  two  sons. 

Mr.  Marlenee.  How  old? 

Mr.  Carlson.  11  and  15. 

Mr.  Marlenee.  Well,  I  will  tell  you  they  are  a  joy.  I  have  two 
sons,  myself,  and  two  daughters. 

How  many  acres  will  a  7700  John  Deere  combine  cover?  My  esti- 
mate is  that  you  can  do  about  80  acres  a  day  in  wheat,  and  in  a  10- 
or  15-day  season,  you  could  cover  somewhere  between  800  and 
1,200  acres  with  it  in  a  season. 

Mr.  Carlson.  Well,  Congressmcm,  I  suppose  that  would  depend 
on  how — in  my  case,  it  takes  me  a  little  bit  longer  because  I  oper- 
ate, not  having  started  so  long  ago,  with  smaller  machinery  that  I 
purchased  at  a  lower  price.  There  are  some  that  operate  more  than 
that. 

Mr.  Marlenee.  7700  John  Deere  combine  is  not  a  big  combine? 

Mr.  Carlson.  No,  not  really. 

Mr.  Marlenee.  It  is  an  average  sized  combine.  We  could  do  prob- 
ably 800  to  1,200  acres  in  a  season,  of  wheat. 

Now,  an  average  small  4-wheel  drive  will  also  seed  between  500- 
800  acres,  something  in  that  area.  So  what  we  are  talking  about  is 
average  equipment,  an  average  combine  that  are  in  excess  of  the 
500  acres  that  it  would  take  to  raise  20,000  bushels  in  North 
Dakota. 

So  you  are  setting  the  limit  below  the  average  size  in  North 
Dakota,  below  what  you  can  efBciently  use.  My  question  to  you  is, 
Should  you  be  penalized  because  mavbe  one  or  two  of  your  sons 
want  to  join  with  you  to  maximize  the  use  of  this  kind  of  equip- 
ment in  your  operation.  Maybe  vour  son  marries  and  acquires  an- 
other 500  acres,  hopefully,  and  that  is  an  honorable  goal,  and  agri- 
culture is  an  honorable  profession. 

Now  you  are  way  over  the  limit  when  the  two  of  you  combine 
and  are  both  using  the  same  set  of  equipment.  You  are  over  when 
you  are  using  the  equipment  on  your  own  farm,  and  yet  you  are 
targeting  20,000  bushels.  How  does  that  help  the  average  producer? 

Mr.  Carlson.  Mr.  Chairman,  if  I  may  respond. 

Mr.  Marlenee.  I  would  be  happy  to  have  you  respond. 

Briefly,  because  the  chairman  is  anxious  to  go  to  the  floor  and 
work  on  a  bill. 

Mr.  Carlson.  Putting  a  pencil  to  this  bill  in  my  case,  I  would  be 
better  off  under  our  proposal  or  the  Dorgan-Penny  proposal  than  I 
would  under  the  current  Farm  Program. 

We  can't  assume,  in  my  instance,  a  35  per  acre  wheat  3rield  year 
after  year  would  be  above  my  average  for  the  land  that  I  farm.  I 
think  when  the  Farmers  Umon  did  a  study  of  this,  we  estimated 
that  over  90  percent  of  North  Dakota  farmers  woidd  be  included 
would  not  hit  a  cap  at  20,000  bushels. 

Mr.  Marlenee.  I  don't  think  that  you  can  put  together  those 
kind  of  figures  without  seriously  jeopardizing  legitimate  conuner- 
cial  size  farm  operations. 

What  was  the  top  price  for  land  in  vour  area? 

Mr.  Carlson.  Probably  around  $500  an  acre. 
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Mr.  Marlenee.  What  is  land  today? 

Mr.  Carlson.  It  has  retcdned  its  vcdue,  (Congressman.  In  our 
€u-ea,  we  are  close  to  an  oil  producing  area,  by  the  way,  so  it  seems 
to  be  hanging  in  there  between  $400  and  $500. 

Mr.  Marlenee.  I  see.  Well,  it  seems  to  me  that  a  lot  of  it  has  lost 
value.  Would  you  say  that  you  can  obtain  a  better  price,  and  you 
seem  to  indicate  that  in  your  testimony,  a  better  price  particularly 
if  targeting  goes  into  effect,  a  better  price  for  land  that  was  subject 
to  receiving  the  Government  payments? 

Mr.  Carlson.  At  this  time,  very  definitely,  yes. 

Mr.  Marlenee.  Well,  then  what  would  you  advocate  that  we  do 
with  the  land  that  is  in  excess,  over  that? 

Mr.  Carlson.  My  hope  would  be.  Congressman,  that  we  would 
have  some  sons,  perhaps,  return  to  the  land  and  be  able  to  eco- 
nomically farm  oy  putting  together  some  of  the  acreage  that 
others,  because  of  the  limit,  had  found  not  economically  feasible. 

That  would  be  my  hope.  I  would  not  sit  here  before  you  and  say  I 
would  be  certain  that  would  happen. 

Mr.  Marlenee.  But  certainly  you  could  not  buy  anymore.  If  you 
are  up  against  the  20,000  bushel  limit,  you  couldn't  buy  any  more; 
could  you? 

Mr.  Carlson.  Congressman,  my  land  is  all  rented. 

Mr.  Marlenee.  If  you  are  up  against  the  limit,  and  you  were  not 
able  to  accept  any  Government  assistance  on  over  what  you  have 
today,  could  you  buy  any  additional  land? 

Mr.  Carlson.  I  would  be  foolish  to. 

Mr.  Marlenee.  You  would  be  foolish.  What  are  we  going  to  do 
with  that  excess  land,  and  if  that  excess  land  goes  on  the  market, 
it  is  going  to  depress  the  price  on  that  market;  isn't  it? 

Are  you  willing  to  accept  the  responsibility  for  devcduing  agricul- 
tural real  estate?  What  is  your  banker  going  to  say  when  you  go 
into  the  bank  and  you  redo  your  financial  statement.  You  had  your 
land  at  $400  to  $500  an  acre,  and  you  are  lucky  because  most  areas 
have  lost  land  vcdue  and  you  go  in  there  and  say  well,  I  am  sorry, 
but  they  can't  seem  to  sell  any  land  now,  and  I  think  probablv  I 
will  have  to  reevcduate  my  position.  That  land  is  now  worth  $250 
an  acre  because  most  farmers  are  cdready  farming  at  the  maxi- 
mum, right  up  to  the  payment  limitation  that  is  the  way  that  the 
committee  up  here  wanted  to  get  people  into  the  position  so  I  have 
to  revalue  mine  and  it  is  down  to  $250  an  acre,  and  I  know  I  owe  a 
lot  of  money,  and  maybe  debt-to-asset  ratio  is  clear  out  of  kilter 
right  now— isn't  that  going  to  affect  you  as  a  producer?  Assuming 
that  you  owe  some  money. 

But  any  producer  who  does  owe  any  money,  or  has  any  money 
borrowed  on  real  estate;  secondly,  what  is  going  to  happen  to  the 
producer  that  has,  say,  3,000  acres,  and  he  bought  some  of  this  land 
in  good  faith  10  years  ago  at  a  Federcd  Land  Bank  loan  under 
maybe  around  $350  an  acre,  on  a  long  term  30  year  contract?  How 
is  he  going  to  service  his  debt,  because  he  is  servicing  debt  on  $350 
and  he  has  no  place  to  sell  it  and  land  is  going  down? 

These  are  thoughts  that  I  would  like  to  have  you  people  who  are 
talking  about  severe  targeting  think  about,  including  the  Farmers 
Union  National. 

Thank  you. 
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Mr.  GucKBCAN.  If  you  so  desire,  Mr.  Carlson,  you  may  want  to 
respond  in  writing  to  any  of  these  thoughts,  if  it  is  your  desire  to 
do  so. 

I  would  sav  that  it  is  extraordinarily  difficult  to  deal  with  major 
changes  in  tarm  legislation,  but  as  I  said  before,  I  think  we  are 
reaching  the  point  where  we  are  going  to  make  some  fundamental 
changes,  and  hopefully,  they  will  set  a  structure  for  the  ISSO's  that 
is  stwle  for  producers  for  a  long  period  of  time. 

I  don't  know  exactly  which  way  we  are  going  to  go  but,  you 
know,  in  response  to  Mr.  Marlenee  s  comments,  one  of  the  goab  is 
to  try  to  establish  agriculture  so  that  midsize  producers  mi^t  fed 
so  inclined  to  come  into  North  Dakota  and  buy  that  land,  so  that 
you  won't  have  to  grow  and  become  a  2,600  acre  or  5,000  acre 
wheat  farm  in  order  to  purchase  that  land. 

The  current  structure  of  agriculture,  particularly  with  a  struc- 
ture that  is  geared  to  low  prices,  which  is  the  current  structure, 
basically  works  as  a  disadvantage  against  anybody  except  accumu- 
lating land,  and  I  think  that  is  what  has  happened  in  tms  country. 
That  is  not  a  devious  motive.  People  have  to  survive  and  they  sur- 
vive by  going  down  that  road. 

We  are  looking  for  perhaps  a  structure  of  agriculture  which  does 
not  necessarily  gear  it  towards  accumulation  of  land  and  aocumular 
tion  of  size  just  to  survive. 

I  don't  tell  you  that  I  have  any  specific  legislative  prize  in  mind 
that  is  going  to  prevent  that  from  happening,  and  I  understand  Mr. 
Marlenee's  concern  about  acting  precipitously  in  a  program  which 
may  have  unintended  consequences  to  it.  That  is  why  we  are  going 
slowly  on  this  particular  program. 

From  a  personal  point  of  view,  I  think  you  are  headed  in  the 
right  direction,  as  we  look  for  major  constructive  options  to  this 
particular  farm  proposal  we  are  talKing  about. 

Mr.  Marlenee.  Would  the  gentleman  yield? 

Mr.  GucKBCAN.  One  last  question  and  then  I  will  be  glad  to  yield. 
What  does  the  North  Dakota  Farmers  Union  feel  about  a  0/92 
option  for  1  year,  for  1987  and  1988  crops,  where  you  would  have 
the  option  of  planting  zero  and  getting  a  deficiency  pavment  on  92 
percent  of  your  acreage  on  a  disa*etionary  option  biasis? 

Mr.  Carlson.  On  a  1-year  basis,  selected  crops,  that  might  be 
something  that  we  could  take  a  look  at.  We  don't  have  a  policy  on 
that  type  of  proposal  at  this  time. 

We  are,  however,  very  opposed  to  decoupling  as  an  alternative  to 
the  present  farm  bill. 

Mr.  GucKMAN.  But  as  an  Acreage  Diversion  Program  for  1  jrear, 
on  a  pilot  basis  with  the  producer  having  a  choice  of  whether  he 
wants  to  go  into  that  or  not  you  don't  at  tnis  time  have  any  serious 
reservations  about  it? 

Mr.  Carlson.  No.  Mr.  Chairman,  we  would  study  that  certainly. 

Mr.  Guckman.  You  may  have  to  study  it  very  quickly.  We  may 
be  doing  it  very  quickly.  If  in  fact  we  have  to  look  for  ways  to  save 
significant  dollars  in  the  budget,  that  is  one  option  for  saving  some 
money. 

Mr.  Carlson.  If  I  may  just  make  one  comment;  our  first  concern 
would  be  the  operator  of  the  land.  We  want  to  make  certain  that 
he  would  stay  there  and  get  some  benefit  out  of  it,  so  that  mjfself. 


Digitized  by 


Google 


223 

as  a  renter,  would  not  be  simply  thrown  off  my  rented  land  for  a 
year,  while  the  landlord  takes  advantage  of  that  program. 

Mr.  GucKAAAN.  Right.  I  would  be  glad  to  yield. 

Mr.  Marleneb.  Thank  you,  Mr.  Chairman.  Mr.  Carlson,  if  I 
seemed  unduly  harsh,  it  is  not  that  I  was,  it  is  simply  that  I  am 
trying  to  bring  out  some  very  grave  concerns  that  I  have,  and  I 
have  the  utmost  respect  for  you  as  a  producer  and  for  the  rest  of 
the  members  on  the  panel,  because  you  obviously  have  been  suc- 
cessful in  the  agriculturcd  field. 

Our  goal  as  an  Agriculture  Committee,  should  be  to  try  to  stabi- 
lize the  producer,  and  to  stabilize  real  estate  vcdues.  Real  estate 
has  been  crashing  precipitously  cdl  around  the  United  States. 

Right  now,  there  is  not  much  of  a  market,  and  our  goal  should  be 
to  try  to  stabilize  those  vcdues,  to  stabilize  the  producer,  to  provide 
him  some  income  for  his  production.  We,  in  my  opinion,  cannot 
move  too  quickly  with  a  program  that  could  possibly  have  some 
precipitous  effects,  as  our  cible  Chairman  pointed  out. 

We,  of  essence,  and  it  would  be  very  important  that  we  not  drive 
the  people  into  bankruptcy,  which  could  happen  with  a  severe  tar- 
geting program.  That  would  have  adverse  affects  on  you,  and  every 
other  producer,  and  on  the  country  as  a  whole,  as  we  have  seen  ag- 
ricultural banks,  and  particularly  the  Federal  Farm  Credit  System 
collapsing  because  they  had  real  estate  that  was  not  marketable. 

So,  with  that  again,  I  say,  I  have  a  great  deal  of  respect  and  fond- 
ness for  you  as  a  neighbor,  to  the  east  side  of  Montana,  and  to  the 
other  members  of  the  panel.  Thank  you. 

Mr.  GucKBCAN.  I  want  to  thank  you  all  for  testifying  today.  This 
concludes  today's  hearing. 

We  do  have  a  hearing  this  afternoon  at  1:30  on  export  related 
items.  We  appreciate  all  the  witnesses  coming  down  here  today. 

Thank  you  all. 

[Whereupon,  at  12:20  p.m.,  the  subcommittee  adjourned.] 

[Material  submitted  for  inclusion  in  the  record  follows:] 
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March  17, 19S7 


Statement  by  John  A.  Schnittker  before  the  Subcommittee  on 
Wheat,  Feed  Grains,  and  Soybeans,  of  the  House  Committee  on 
Agriculture. 

I  am  pleased  to  respond  to  the  invitation  from  the  Subcommittee  to 
describe  some  ideas  for  targeting  federal  farm  payments,  and  to  indicate  some 
effects  that  might  be  expected. 

Targeting  federal  farm  payments,  as  an  amendment  to  present  law,  would 
have  these  basic  objectives: 

-  To  help  small  and  mid-sized  family  farms  stay  in  business  in 
competition  with  larger  farms  with  significant  economies  of 
scale. 

-  To  respond  to  criticism  of  farm  programs  for  "big  payments  to 
wealthy  farmers". 

-  To  reduce  total  farm  program  spending  (one  of  many  possibilities 
for  meeting  the  overall  deficit  target  as  cited  in  a  recet  CBO 
Report). 

Targeting  federal  farm  program  benefits  in  pursuit  of  those  objectives 
could  be  generally  practical,  in  my  judgment,  although  it  would  reduce  program 
benf its  to  some  farmers.  These  would  follow  through  on  the  stated  objective  of 
Congress  to  help  create  an  economic  environment  that  will  help  the  family 
farmers  survive  and  prosper. 

There  are  a  number  of  approaches  to  targeting  federal  payments  to 
farmers. 

-  A  simple  payment  limitation  that  works  to  actually  limit  the  total 
payments  a  farmers  can  receive,  and  prevents  the  creation  of 
fictitious  farms  for  the  purpose  of  qualifying  for  payments,  is  a 
kind  of  targeting. 

-  Providing  for  full  payment  as  established  by  law  on  the  first  X,(X)0 
bushels  or  XOO  bales,  but  lower  payments  on  production  above 
certain  levels,  is  targeting. 

-  Offering  full  payment  on  thf  first  $X,000,  and  a  declining 
percentage  of  full  payment  after  that,  is  targeting. 
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-  Directing  higher  per  bushel  or  bale  payments  to  farms  in  financial 
distress  while  reducing  deficiency  payments  to  farmers  with 
strong  balance  sheets  is  another  approach.  I  understand  that  a 
GAO  study  on  this  idea  In  nearing  completion.  One  could  also 
consider  special  credit  measures  lor  financially  distressed  farmers 
a  form  of  targeting. 

-  Requiring  a  progressively  higher  acreage  reduction  percentage  as 
production  levels  and  deficiency  payments  earned  by  a  farm 
increase  would  also  be  targeting.  Larger  farmers  would  have  to 
pay  more  (in  idle  land)  to  qualify  for  their  payments  after  a 
certain  dollar  level  had  been  exceeded.  Senator  Harkin*s  bill  for 
mandatory  acreage  controls  and  sharply  higher  support  levels 
includes  a  provision  of  this  type. 

Offering  deficiency  payments  on  only  a  portion  of  the  crop  has  also  been 
called  targeting.  The  old  wheat  certificate  program  of  the  1960*s  offered 
payments  to  farmers  on  about  40%  of  their  crop,  representing  the  share  of  their 
wheat  harvest  used  for  food  in  the  U.S-y  on  average.  This  approach  did  not 
distinguish  among  farms  by  financial  condition  or  size,  however. 

The  effects  of  any  method  of  targeting  on  farmers,  crop  production  and 
government  costs  depend  on  (1)  the  basic  payment  formulas  for  various 
commodities;  (2)  the  distribution  of  production  of  eligible  commodities  by  size  of 
farm,  and  (3)  the  payment  targeting  or  payment  limiting  formula  itself. 

Some  general  rules  or  principles  can  be  stated,  however,  on  how  targeted 
and/or  limited  payments  would  affect  our  farms  and  U.S.  agriculture  in  general, 
using  present  law  as  a  starting  point. 

These  principles  include: 

1.  Targeting  or  limiting  need  not  '^destroy  the  acreage  reduction 
program",  "lead  to  increased  suplus  production",  or  "force  small 
farmers  to  reduce  their  acreages  much  more  sharply  than  now". 

This  is  the  traditional  argument  advanced  by  many  farmers  and 
their  representatives  over  the  past  15-20  years.  It  was  never  a 
generally  valid  argument  and  is  not  a  valid  argument  now. 

Deficiency  payments  under  present  law  are  disproportionatly  high 
relative  to  the  acreage  reduction  percentages  that  qualify  a  farm 
for  payments.  Payments  can  be  reduced  somewhat,  therefore, 
without  eroding  participation.  This  could  be  done  by  targeting,  by 
reducing  payments  generally,  or  by  increasing  acreage  reduction 
percentages.  Let  me  illustrate. 

(a)  Assume  a  1000  acre  wheat  farm  in  central  Kansas  or  Nebraska 
with  a  UO  bu./acre  average  yield.  The  farmer  can  harvest  723 
acres  of  wheat  in  19S7,  and  will  qualify  for  deficiency  payments  of 
$2.10  per  bushel  on  29,000  bushels  normal  production,  or  $60,900 
from  USDA. 
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Looking  at  it  another  way,  the  government  will  pay  the  farmer 
$60,900  to  "not  produce"  the  11,000  bushels  of  wheat  he  could 
have  grown  on  his  idle  acres  (using  the  farm  average  yield  on  275 
idle  acres). 

That's  $5.45/bJshel  to  not  produce  wheat  worth  about 
$2.75/bushel  —  roughly  double  the  payment  needed  to  get  most 
farmers  into  the  program.  It  follows  that  you  can  reduce  the 
deficiency  payments  quite  substantially  in  a  targeting  or  payment 
limiting  exercise  without  materially  affecting  participation  in 
acreage  reduciton. 

(b)  The  same  applies  to  corn,  other  feed  grains,  cotton,  and  rice, 
with  only  slight  variations. 

2.  TargetinR  would  help  establish  fair  competitive  conations 
between  very  large  and  smaller  commercial  family  farms.  This  is 
quite  an  argument  for  targeting  on  equity  grounds,  to  offset  some 
of  the  external  economies  enjoyed  by  larger  farms  but  denied  to 
smaller  farms.  I  refer  especially  to  quantity  discounts  on  farm 
supplies,  and  premium  prices  for  larger  volumes  of  production. 
Farm  programs  have  long,  if  not  always  encouraged  larger  farms. 
Targeting  can  change  that  a  little,  without  getting  seriously  in  the 
way  of  economic  efficiency. 

A  Simple  System. 

It  would  be  better  to  base  any  targeting  system  on  dollars  rather  than  on 
physical  quantities.  You  may  have  a  farm  in  Texas  producing  cotton,  sorghum, 
and  wheat,  or  in  Nebraska  producing  corn,  sorghum,  and  wheat.  It  is  not 
necessary  to  apply  a  special  formula  to  each  commodity.  Congress  could  use 
the  existing  language  for  determining  basic  payment  eligibility,  and  USDA  would 
apply  a  series  of  percentage  factors  to  that  dollar  figure  on  each  farm. 

1  will  illustrate  a  simple  targeting  system,  based  on  present  law.  A  similar 
proposal  was  considered  by  the  Senate  in  1985,  but  was  not  adopted.  Various  bills 
this  SubCommitte  considered  in  19S5,  and  which  may  have  been  introduced  again 
this  year,  for  "tiered  price  supports",  or  "tiered  payments"  on  a  bushel  buis, 
would  have  similar  effects.  I  prefer  the  general  approach  outlined  below,  for 
simplicity,  but  each  interested  person  or  groups  may  insert  their  own  numbers,  or 
design  their  own  approach. 

Total  payments  per  farm,  based  on  present  law  and  19S7  programs,  could  be 


figured  as  follows: 


1. 

From  $1-50,000  

receive 

100% 

2. 

••    $50,000-100,000 

n 

80% 

3. 

"   $100,000-150,000 

n 

60% 

4. 

•*   $150,000-200,000 

n 

40% 

5. 

••   $200,000-250,000 

n 

20% 

6. 

Greater  than  $250,000 

N 

0% 
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receive 

100% 

If 

80% 

M 

60% 

N 

40% 

II 

20% 

o:  a  lower  scale  of  f>a>Mnents  could  be  established. 


lA.  From  $1-25,000  

2A.  ••  $25,000-50,000 
3A.  ••  $50,000-75,000 
4A.  "  $75,000-100,000 
5A.      ••   $100,000-150,000 

6 A.  Greater  than  $150,000       "      0% 


Farmers  in  groups  (1)  and  (lA)  above  would  be  exempt  from  targeting  and 
would  get  the  same  payment  as  now.  The  maximum  size  of  farms  exempt  from 
targeting,  would  get  the  same  payment  as  now.  The  maximum  size  of  farms 
exempt  from  targeting  under  two  schedules  above  would  include  winter  wheat 
farms  with  around  800  acres  base  ani  3?0  acres  harvested,  and  '^OO  acres  base 
and  290  acres  harvested.  Central  Cornbelt  farms  with  500  acres  base  and  ^00 
acres  harvested  would  be  exempt  from  targeting  in  the  first  schedule  above, 
while  half  those  acreages  would  be  exepmt  in  the  second  schedule.  Delta  cotton 
farms  with  around  330  and  165  acres  of  cotton  base  and  250  and  125  acres 
harvested  in  i9S7  would  be  exempt  under  the  resective  schedules. 

Farmers  in  groups  i^)  and  (4A),  and  (5)  and  (5A),  respectively,  would  get  at 
least  70%  and  60%  of  today's  payments.  Iri  the  latter  groups,  you  are  dealing 
with  wheat  farms  of  up  to  '»,000  acres  of  wheat  base,  corn  farms  with  2,500  base 
acres,  and  Delta  cotton  farms  of  1,650  base  acres.  Those  are  large  farms. 

Farmers  would  generally  be  "in  the  program"  under  the  targeting  plan,  if 
thiey  are  in  it  now,  since  the  payments  would  still  be  high  enough  to  make 
participation  very  attractive  (although  not  as  profitable  as  now). 

In  case  of  wheat  in  1987,  for  example,  those  very  few  farms  that  qualify  for 
$250,000  in  payments  under  the  basic  formula  would  receive  $150,000.  Using  the 
wheat  example  above,  that  would  represent  a  payment  of  about  $3.30/bushel  "on 
the  wheat  not  produced"  (using  average  yields  on  the  idle  land),  about  25%  more 
than  the  wheat  would  have  been  worth  by  itself. 

Farms  which  earn  more  than  the  absolute  payment  limit  (whether  $250,000 
or  some  lower  figure),  would  have  their  idled  acreage  prorated,  and  would 
control  a  relatively  small  share  of  the  total  area  and  production  of  wheat  in  any 
year.  If  the  absolute  limit  on  payments  were  lower,  increasing  percentages  of 
the  total  crop  would  be  affected. 

Effects  of  Targeting 

Using  the  two  examples  above,  for  corn  and  wheat  only,  and  using  1985  data 
adjusted  very  roughly  for  changes  in  participation  and  in  per  bushel  payment 
levies  in  19S6  or  1987,  I  get  the  following  results: 

1.        Cornt    Prorating    payments    above    $25,000.    Targeting   would    potentially 
effect: 
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-  ^0,000  farms,  with  23  million  acres  of  base,  25%  of  potential 
production,  and  around  $2  billion  in  deficiency  payments, 
based  on  present  law. 

Wheat;  Targeting  would  effect  5o,000  farms  (8%),  with  38  million 
acres  of  base,  1/3  of  potential  production,  and  $1.5  billion  in 
payments  based  on  present  law. 

Reductions    in    payments    from    the    targting    formula    would    be 

substantial. 


2.        Prorating  payments  above  $50,000. 
Corn;   Targeting  would  affect: 

-  6,500  farms  with  ^  million  acres  of  cornbase,  35%  of  annual 
production,  and  payments  in  the  area  of  $200  million. 

Wheat:  Targeting  would  affect: 

-  5,000  farms  with  7  million  acres  of  base,  and  around  $250 
million  in  payments. 

Reduction  in  payments  from  this  targeting  formula  would  be  fairly 
small. 

Only  USDA  and  Congress  have  the  resources  to  estimate  effects  of 
targeting  systems,  and  payment  limitation  precisely,  based  on  data 
being  generated  under  the  1986  programs. 

Other  Issues 

Since  1  will  not  appear  here  when  some  other  question  are  reviewed,  1  want 
to  say  a  brief  word  on  them: 

1.  Your  hearing  last  week  on  ''decoupling"  brought  out  clearly  the 
dangers  to  farmers  of  the  broad  idea  embodied  in  Senator 
Boschwitz's  bill,  and  the  possible  merit  of  some  elements  of  the 
idea.  Senator  Boschwitz'  bill  would  phase  farm  income  support 
down  to  or  near  zero  in  5  years  on  past  production;  end  acreage 
reduction  programs  immediately,  and  reduce  price  supports 
substantially.  This  would  expand  acreage  and  production  sharply 
in  the  short  run  of  2-3  years,  reduce  prices,  incomes,  and  land 
values,  and  worsen  the  farm  financial  situation  significantly. 

On  the  other  hand,  adopting  the  0-92  proposal  now  being 
considered  for  wheat  either  for  1987,  or  1987  and  1988,  would  have 
the  merit  of  testing  farmers'  response  to  this  type  of  measure  for 
1  or  2  years,  and  of  reducing  wheat  production  slightly. 

2.  Extension  of  the  marketing  loan  to  wheat,  feed  grains,  and 
soybeans,  would  be  a  costly  failure,  and  should  be  rejected.  The 
corn  program  is,  in  effect,  being  operated  under  a  marketing  loan 
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with  no  visible  effect  on  exports,  but  high  costs  and  CCC 
domination  of  the  market,  via  excessive  issuance  of  PIK 
certificates  into  an  already  glutted  market.  Corn  prices  are 
averaging  around  $0.<»0/bu.  below  the  loan,  and  some  4  billion  bu. 
of  19S6  corn  will  be  added  to  loan  stocks  at  an  average  of 
$1.84/bu.,  while  over  2  billion  bu.  are  being  "sold"  out  of  CCC  and 
loan  stocks  at  average  prices  some  $0.<»0/bu.  lower.  The  cost  of 
the  "buy  high  and  sell  cheap"  scheme  is  next  to  incalculable,  but 
probably  exceeds  $1  billion  per  year  for  all  grains.  CBO 
estimates  that  limiting  the  issuance  of  generic  certificates  and 
other  reforms  would  save  $«H0  million  in  1988. 

Claims  that  the  value  of  the  marketing  loan  is  demonstrated  by 
cotton  and  rice  programs  are  largely  without  merit.  World  cotton 
production  fell  sharply  last  year,  but  not  because  of  the  U.S. 
cotton  program.  And  every  100  pounds  increase  in  rice  exports 
(worth  aobut  S'^.OO)  cost  the  public  $12-15.  That  is  a  strange 
success  story. 

Mandatory  programs  similar  to  those  in  the  Harkin/Gephardt  bill, 
are  now  generally  unacceptable  to  U.S.  farmers,  In  my  judgment. 
Wheat  or  rice  farmers  might  support  a  mandatory,  high  price 
support  program,  but  I  doubt  it.  Corn  and  soybean  growers  would 
never  do  so.  We  need  to  make  acreage  restrictions  work  for  a 
time,  given  the  huge  supluses  and  excess  capacity  now  evident, 
but  a  combination  of  present  diversion  programs  strongly 
administered  and  the  Conservation  Reserve  now  represent  the 
only  acceptable    approach. 
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TARGETING  CONCEPTS  AND  CONSIDERATIONS 

Sta tenant  by 
Dr.  Charles  M.  Batibrook* 

for  tha 

Subcoimittaa  on  Vhaat,  Soybaana,  axid  Faadgraina 

Comiittaa  on  Agricultura 


I  have  baan  aakad  to  diacuaa  in  ganaral  tanu  tha  concapt  of  targeting 
agricultural  program  banafita.  I  am  not  hara  to  advocata  a  givan  poaition 
nor  am  I  fully  aware  of  tha  intricaciaa  of  lagialation  bafora  tha 
Subcommittea.  My  goal  is  to  provide  soma  guidance  to  you  in  hov  you  can 
evaluate  tha  implicationa  of  a  variety  of  agricultural  policy  proviaions 
and  reform  proposals  in  tarma  of  the  targeting  of  benefits.  I  vill  address 
four  general  areas: 

•  General  strategy  to  accomplish  targeting. 

•  The  conaequences  of  alternative  approaches  to  targeting. 

•  The  implicationa  of  varioua  program  provisions  and/or  raforma  for 
accomplishing  a  given  target  distribution  of  program  benefits. 

•  The  interactiona  of  payment  limitation  policy  and  targeting,  and 
the  emergence  of  eligibility  for  multiple  payment  limita  under 
several  different  programa. 

General  Taryatiny  Stratayiaa 

.  First  and  foremost,  it  is  vital  for  Congress  to  articulate  clearly  in 
legislation,  and  legislative  history  what  the  specific  intent  of  a 
targeting  scheme  is.  Many  provisions  of  agricultural  policy  compel  farmers 
to  take  actiona  contrary  to  the  goals  of  other  farm  policies  and  prograsw. 
Targeting  and  payment  limitation  provisions  are  a  good  example- -they  strive 
for  a  more  equitable  distribution  of  funds,  but  may   do  so  at  the  expense  of 
other  objectives. 

Targeting  and  payment  limitationa  could  drive  some  larger  producers 
out  of  the  commodity  programs,  leaving  them  no  option  but  to  expand 
production  to  the  point  where  all  resources  are  fully  uaed,  and  production 
costs  are  minimized  per  unit  of  output. 


*Charles  M.  Benbrook  is  the  Executive  Director,  Board  on  Agricultura, 
National  Research  Council,  National  Academy  of  Sciences.  Statement 
provided  at  the  request  of  Congressman  Tim  Penny's  Office.  Views  expraaaed 
hare  are  the  author's  own. 
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Most  com  and  wfaoat  producors- -largo  MOd   snail- -havo  boon  participants 
in  tho  farm  prograas  at  loast  tho  last  fow  yoars.  If  large  producors  are 
driven  out  of  tho  program  by  payment  limitations,  or  other  provisions,  they 
would  no  longer  be  subject  to  an  annual  25  perceiit  (or   soa«tl£R«s  more) 
acreage  reduction  and  hence  total  production  of  prograa  conmodities  could 
rise  The  trsAfiury  cost  would  then  rise  to  sustain  a  given  level  of  program 
benefits  per  acre,  or  per  unit  of  production  for  farmers  still  Joining  the 
programs . 

General  targeting  objectives  need  to  be  carefully  and  fully  explained 
in  the  overall  context  of  program  objectives.  There  could  be  many  reasons 
and  ways  to  target  benefits   In  slaplest  terms,  the  "targeting  of 
benefits"  is  accoapliehed  by  soae  policy  provision  or  rule  that  leads  to  a 
distribution  of  fana  program  benefits  different  than  what  would  occur  in 
the  absence  of  che  provision  or  rule.   It  is  Important  to  understand  the 
distinction  between  a  payment  limit  or  cap  and  targeting  schemes  which 
actually  alter  the  level  of  benefits  to  Individual  farms  according  to  some 
characteristic  of  participating  farms  like  size,  geographic  location,  or 
enterprise  type. 

AltftrnatlYft  Tirgttlng  Strattglti 

There  are  two  basic  ways  to  target: 

•  adjusting  the  size,  or  placing  limits  on  the  benefit  stream. 

•  adjusting  or  otherwise  altering  the  eligibility  requirements,  or 
"costs"  of  participation  in  farm  programs --a  necessity  to  gain 
access  to  the  benefit  stream. 

Of  course,  a  targeting  scheme  could  involve  a  combination  of  both 
approaches.   Some  examples  of  targeting  options  may  help  demonstrate  the 
range  of  options  that  eould  be  pursued   For  purposes  of  discussion,  I  will 
focus  on  crop  year  1987/19SS  under  program  provisions  generally  like  those 
established  by  the  Food  Security  Act  of  I9B5,  ynder  the  assumption  that  the 
basic  purpose  of  targeting  is  to  Increase  the  percentage  of  program 
payments  going  to  small  and  mid-sized  family  farms. 

The  benefits  df  commodity  programs  could  be  targeted  by: 

•  imposition  and  strict  enforcement  of  payment  limitations. 

•  a  two-tiered  deficiency  payment  system  whereby  a  higher  per 
bushel  payment  is  made  up  to  a  certain  limit. 

•  offering  special  additional  payments  to  mid-sized  farmers,  s\ich 
as  marketing  loan  payments. 
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•  allowing  aid- sized  faras  to  establish  hi^har  prograa  yialda,  or 
build  base,  up  to  a  cartain  liait. 

The  "cost"  side  of  program  participation  could  be  targeted  by: 

•  relaxing,  or  exeapting  add-  and  saall- sized  farae  froa  acreage 
reduction  requireaents . 

•  allowing  soae  faras  to  use  crop  rotations  involving  forages,  in 
lieu  of  set-asides. 

•  imposing  progressively  higher  set-aside  requireaents  on  producers 
signing  up  progressively  large  acreages. 

•  variable  iaposition  of  cross -compliance  provisions. 

Any  fara  prograa  like  the  FSA  of  1985  that  supports  incoae  largely  by 
direct  payments  tied  to  land  holdings  will  invariably  raise  equity  concerns 
because  the  ovnership  and  control  of  agfleultural  aascts  in  this  country  is 
far  from  evtn   You  are  avate  of  the  many  atAtistics  that  show  steady 
evolution  toward  a  blmodal  distribution  of  farms  Ln  which  we  have  more 
large  faras,  acre  saall  faras,  and  fewer  aid-sized  farae. 

Current  coaaodity  prograa  policy- -without  aeantngful  payaent 
limitations- 'WilL  continue  to  support  this  trend.   It  does  not,  in  my 
opinion,  iy^ixA  the  trend,  but  it  clearly  supports  it. 

A  farm  program  that  supports  incoae  by  artificially  raising  coaaodity 
prices  above  market  levels  can  reduce  or  even  eliainatm  direct  payments. 
Such  a  schene  vould  entail  soi&e  sort  of  aandatory  production  adjustment 
scheae,  the  coats  of  which  could  conceivably  be  targeted.  The  < tiding 
scale  of  percentage  acreage  reduction  requlreBente  la  the  *Save  the  Faaily 
Fara  Act"  is  an  exaaple  of  such  a  strategy. 

A  fundaaentally  different  approach  to  fara  policy  like  the  "Save  the 
Faaily  Fara  Act"  would  significantly— some  aight  say  radically- -alter  both 
the  way  prograa  benefits  are  transferred  to  faraers,  and  how  the  costs  of 
the  prograa  are  paid  for  And  distributed  within  the  agricultural  sector. 

A  series  of  hearings,  drawing  on  several  in-depth  analyses  would  be 
essential  to  support  the  Congress  In  targeting  program  benefits  and  costs 
under  a  mandatory  production  control  scheme   Such  a  program  would  have 
profound  economic  ImplicationB  across  the  farm  sector   Many  add- sized  and 
somII  farms  could  be  adversely  affected  by  such  a  change  in  policy  because 
their  neighbors  controlling  larger  acreages  might  gain  far  more  in  terms  of 
profitability  and  capacity  to  bid  for  land,  labor,  and  capital  resources. 
Livestock  producers- -large  and/or  somII- -aight  be  helped  or  could  be 
severely  hurt.  Crops  heavily  dependent  on  access  to  export  OMrkets  aight 
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suffer  dlsproportionally,  while  sona  producers  sight  snjoy  a  vixulfall  if 
international  trade  barriers  are  erected  that  slow  or  halt  the  flow  of 
certain  eonnodities  into  the  United  States. 

Credible  analyses  of,  and  political  judgnents  regarding  the 
implications  of  a  nandatory  production  control  scheae  can  be  undertaken 
only  after  it  becones  clearer  how  s\ich  a  program  would  actually  be 
administered. 

In  the  context  of  the  Food  Security  Act,  new  efforts  at  targeting  are 
actually  under  way.  The  U.S.  Department  of  Agriculture  is  tightening  up 
the  definition  of  a  "person"  for  purposes  of  program  participation;  and  is 
substantially  increasing  the  aggressiveness  of  enforcement  efforts. 

I  predict  that  this  Subcommittee  will  hear  much  vehement  criticism 
from  Che  fam  coamimicy  over  the  new  rules  of  the  game,  as  more  and  more 
farmers  realize  what  is,  and  has  already  happened  to  their  eligibility  for 
program  benefits. 

If  the  $50,000  payment  limit  to  all  direct  payments  proposed  in  the 
Administration's  FY  19S3  budgac  w«te  adopted,  there  would  b«  truly  profound 
impacts  on  the  agricultural  sector   Virtually  every  farm  with  perhapa  400 
acres  or  more  of  faedgraln  base  or  500  acres  of  wheat  ba£e  vould  hit  this 
limit.  Based  on  recent  USOA  data,  about  630  acres  of  corrt  base  acres  iti 
1985  hit  the  $50,000  limit.  Between  10  and  15  percent  of  the  198S  corn 
crop  was  produced  on  farms  over  630  acres  in  size   In  19B6    with  the 
highar  deficiency  payment,  only  about  350  acres  would  dump  up  against  the 
limit.  Almost  40  percent  of  the  com  crop  in  1986  cams  off  of  farms 
harvesting  over  350  acres.  For  1987,  even  fewer  acres  will  be  needed  to 
hit  the  limit. 

For  wheat,  the  story  is  very  similar.  In  1985,  about  870  acres  of 
wheat  basa  would  bring  a  farm  unit  up  to  the  $50,000  limit,  while  in  1986 
the  acreage  dropped  to  about  460  acres.  As  the  Subcommittee  is  well  aware, 
a  sizeable  portion  of  the  wheat  crop  is  produced  by  farmers  harvesting  over 
460  acres. 

If  the  a  payment  limitation  cap  drives  many  farmers  out  of  the 
program- -as  it  surely  will  do  if  farm  reorganization  is  not  allowed- -major 
implications  on  the  cost  and  effectiveness  of  the  programs  could  result. 

Another  response  in  farm  country  could  emerge.  Larger  farmers  could 
decide  to  divest  resources  down  to  a  level  where  the  payment  limitation 
would  not  impact  them  so  heavily.   In  doing  so,  a  host  of  schemes  will 
undoubtedly  emerge  to  comply  at  least  on  paper  with  the  USOA  definition  of 
a  "person,"  and  other  pertinent  regulations. 

Let  me  share  a  caution  and  concern  based  on  coffee -shop  talk  with  my 
farmer  neighbors  in  upper  Montgomery  County,  Maryland.  The  few  full-time 
commercial  farmers  still  in  business  in  this  area  grow  mostly  wheat,  corn, 
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and  soybeans.  Each  harvasts  batwaan  1,000  and  3,000  acraa,  prlaarily  on 
rantad  land.  All  ara  daaply  concamad  with  payaant  limitation  policy 
bacauaa  thay  cannot  covar  production  costs  vithout  tha  program  payatita. 

Thay  antar  tha  1987  crop  yaar  not  knoving  what  tha  program  rules  will 
be,  or  hov  they  will  Attmct   their  operations.  Tha  process  by  irtiich  tiiese 
rules  are  lat  end  changed  Ls  «e«ti  by  farmers  as  arbitrary,  alwaya  too  late. 
highly  political  and  predictably  unfair  to  many.  The  level  of  anxiety  and 
frustration  is  growing  very  high,  as  are  the  economic  stakes  involved  in 
optimal  exploitation  of  the  farm  programs. 

For  these  reasons,  it  is  critical  that  Congress  fully  consider  Just 
what  it  wants  to  accoiiipll«h  In  the  targeting  of  benefits.  Once  a 
politically  ttnable  4gr#ejsent  Is  reachad  on  this  matter,  decisive  and  clear 
stepB  should  be  taken  vithout  delay  by  USOA  and  Congress  to  put  into  place 
whatever  targeting  policy  is  agreed  upon. 

The  rules  and  regulations  accompanying  a  given  policy  should  address 
in  a  claar  manner  the  full  range  of  situations  that  can  be  expected  to 
arise.  A  realistic  process  must  be  established  for  resolving  cases  in 
which  the  impact  of  a  given  rule  on  a  given  farm  is  uncertain,  and  farmers 
Bhould  not  ba  unduly  penalized  if  they  alss  deadlines  while  seeking 
clarification  of  program  rules.  tTnfortunateLy,  the  cotaeodlty  programs,  and 
other  farm  policies  have  grown  so  cooplex  that  such  situations  will  arise 
with  Increasing  regularity,  challenging  the  Intalltgance  patience  and 
integrity  of  both  farmers  and  ASCS  county  committee  members  and  office 
staffs. 

Taryatlny  Across  Multiple  Ob^aetivea  an^  FrftfrtBl 

A  typical  row  crop  or  small  grain  farmer  is  eligible  for  a  payment 
limit  under  the  comiodity  programs  and  a  separate  limit  under  the 
successful  new  Conservation  Reserve  Program.  When  a  farmer  approachea  one 
liiilt  participation  in  the  other  program  aay  become  acre  attractive 
without  an  Increase  In  actual  benefits.   Surely,  this  phenomenon  could  lead 
to  greater  than  expected  slgn^up  of  vfieat  or  feedgraln  base  acres  Into  the 
CRP.  This  would  be  an  example  of  an  unexpected,  yet  probably  desirable 
interaction  between  programa. 

Credit  relief  measures  oMy  also  move  through  Congress  this  session. 
Should  these  measure  be  targeted  according  to  the  same  principles  applied 
to  other  programs?  If  so,  how  could  this  be  accomplished?  What 
implications  for  other  farm  policy  objectives  will  flow  from  the  nature  of 
credit  relief  maasutes  adopted? 

The  availability  of  first-rate  technical  assistance  to  farmers-- 
particularly  mid-sice  and  small  farmsrs--is  increasingly  in  doubt  as  the 
cooperative  extension  service  must  accomnmdate  budget  reductions  irtiile 
carrying  out  an  always  growing  list  of  duties.  As  a  new  generation  of 
biotechnologies  emerges,  equal  access  and  ability  to  profit  from  these 
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technologies  could  becona  a  divisive  issue  in  the  farm  coonunity.  Will 
Congress  also  consider  schemes  to  target  R&D  and  extension  efforts  in  an 
effort  to  even  the  technological  playing  field? 

Conclusion 

Targeting  is  attempted  to  achieve  certain  policy  objectives  that 
otherwise  would  not  occur.  It  can  be  rather  straightforward  to  implement  a 
specific,  clear  targeting  mandate,  like  a  strict  payment  cap  or  two-tier 
pricing  mechanism.  The  problem  with  targeting  arises  because  of  political 
ambivalence,  and  the  unmanageable  complexity  of  current  farm  policy  and 
programs . 

The  Congress  should  carefully  assess  what  is  happening  oax  in  farm 
country  as  a  result  of  existing  targeting  provisions,  particularly  payment 
limitation  policy.  )ty  guess  is  that  you  are  Just  a  few  months  away  from  a 
storm  of  protest  from  many  quarters. 

I  would  urge  you  to  assess  the  full  range  of  options  available  to 
target  program  benefits  and  costs.  It  may  be  much  simpler  and  politically 
defensible  to  reduce  the  "costs"  of  program  participants  for  whatever 
category  of  farmers  Congress  wishes  to  preferentially  treat. 

The  consequences  of  an  aggressive  targeting  policy  could  be  profound. 
Mid-sized  farms  could  regain  lost  ground,  and  might  again  beceae  the 
dominant  type  of  farm  operation,  at  least  in  many  regions  of  the  country. 
Accomplishing  this  objective,  however,  would  require  unprecedented 
political  tenacity  and  commitment,  and  would  deeply  divide  the  agricultural 
community. 

Even  the  limited  targeting  built  into  the  Food  Security  Act  will 
create  s\ich  a  torrent  of  protest  that  Congress  will  probably  be  compelled 
to  raise  payment  limits  before  this  session  is  over. 

Thank  you  for  the  invitation  to  appear  before  you  today. 
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TMtiaony  of  Brmmd  for  th«  World 

on  CcMMKxfity  Frogrmm  T«r9«ting 

b«for«  tho 

Nh»at  and  Fmmd  Grains  SubcoiMii tto« 

CoMiittMi  on  Agriculturo 

US  Houso  of  Ropr»s«ntativ«s 

March   17,    19B7 


I  a*  Don  R«av,  a  grain  and  livostock  faraar  fro 
rick  County,  Nabramka.   I  a«  a  agricultural  policy  con- 
sultant to  Broad  for  tho  World  and  appoar  today  on  its 
bshalf. 


Brsad  for  tho  World  is  a  40,000  iMobsr  Christian 
citizons  organization  in  tho  US  Morking  to  addross  tho 
causos  of  hungor  by  influoncing  US  public  policios  that 
affoct  hungry  poop Is.   Broad  for  tho  World  has  a  strong 
intorost  in  ths  rolationship  of  tho  structure  of 
agriculturs  to  food  and  dovolopoont  policios. 

Congrsss  has  continuously  roaffirood  as  US  policy  a 
coooitoont  to  "fostor  and  oncourago  tho  faoily  faro 
systofli  of  agriculture. "  Broad  for  tho  World  likOMiso 
ondorsos  tho  principle  of  Midosproad  OMnorship  of  farm- 
land by  resident  operator  families,  both  at  hom 
abroad,  as  a  foundation  for  agricultural  development, 
Bustainability,  and  abundance.   Based  on  this  fund, 
tal  principle,  mo  believe  there  is  an  urgent  need  for 
basic  reform  in  all  agricultural -related  programs,  in- 
cluding, but  certainly  not  limited  to,  commodity  pro- 
grams.   Despite  the  historic  policy  commitment  to  fam 
ily  farm  agriculture,  farm  and  farm-related  programs 
have  often  had  the  intended  or  unintended  consequence 
of  fostering  the  decline  of  the  family  farm  system. 


802  rhods  Island  avenua  n.«.  vvMhlngton,  d.c.  20018       (202)  28^0200 


Digitized  by 


Google 


287 


-  2  - 

It  im  our  iirm   b«li«-f  that  continued  submidization  of  *»rm   con- 
molidation,  and  •spscially  of  ntyn-^vrnmr   o«in«rship«  r«sultm  in 
littl«  or  nci  vcdfioaIc  gain  to  society  and  in  grsat  social  cost. 
Thsrs  is  certainly  fko  policy  justification  for  subsidizing  fars 
groMth  beyond  tho  point  Mtiers  thsrs  ars  no  significant  additional 
•cc^noAiee  of  «ral»   as  standardly  msasursd.   Evsn  this  point, 
which  is  ^  good  dGAl    small sr  than  «iuch  oi    the  popular  rhstoric 
suggests,  ov^r^tates  optimal  farm  sizs  ^rnm  sciciety's  point  of 
viSM,  howsvsr.   Uhsn  ths  social  and  coAAiunity  costs  of  ths  con* 
tinuing  farm  crisis  and  ths  resulting  consolidation  mrm   accounted 
for,  ths  cass  for  targsting  public  suppcart  for  agriculture  to 
moderate-sized  farms  (and  MithdraMing  support  for  larger  farms) 
becomes  even  stronger. 

Some  of  these  social  and  community  costs,  though  often  ignored  in 
the  literature,  can  be  measured  or  approMimated.   There  arm^    for 
instance,  costs  related  tot 

•  moving  and  retraining  farm  families  who  leave  agriculture, 

•  disinvestment  in  rural  infrastructure,  such  as  hcxise  and 
schools,  and  their  recreation  elsevihere, 

•  Melfare  and  social  service  costs  for  those  Mho  do  not  find 
alternative  employment, 

•  increasing  costs  for  rural  community  services  for 
declining  populations,  and 

•  costs  associated  Mith  higher  degrees  of  migrant  or 
permanent  farm  labor. 

Other  costs  are  more  difficult  to  measure,  but  nonetheless  real. 
These  deal  Mith  the  disappearance  of  small  communities,  reduced 
qualities  of  life,  the  ccancentratican  of  community  decision  making 
that  usually  follows  the  concentration  of  oMner&hip  of  community 
assets,  increases  in  family  problems,  and  the  loss  of  opportunity 
for  families  to  experience  the  values  a&sociated  Mith  family 
farms.   Last  but  not  least,  there  are  long-t&rin  ccist&  associated 
Mith  the  potential  loss  of  a  resilient,  adaptive,  and  competitive 
agricultural  system. 

With  regard  to  commodity  programs.  Me  believe  that  they  should  be 
designed  to  provide  operators  of  moderate-sized  family  farms  Mit:h 
the  opportunity  to  earn  fair  labor  and  management  incomes  from 
Mel 1 -run  farms.    From  both  a  farm  policy  perspective,  and  in- 
creasingly from  a  budget  perspecitve,  programs  need  to  be  strict- 
ly focused  and  targeted.   From  a  farm  policy  perspective,  incen- 
t  vefi  and  subsidies  to  farm  expansion  and  nonfarm  investment  in 
dgr  culture  should  be  eliminated  or  at  least  greatly  reduced. 
From  a  budget  point  of  vieM,  indiscriminate,  across-the-board 
subsidies  are  no  longer  acceptable. 
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It  im  soMMihAt  ironic  that  the  MNikaning  o4   liMitationm  and  ttm 
d«f««t  o4   targeting  optionm  in  the  pamt  mrm  nam   at  least  part  o4 
the  cause  for  escalating  coeeodity  prograe  costs.   These  high 
costs  eay  at  last  be  creating  the  political  Mill  to  force  target- 
ing onto  the  action  agenda.   If  imrm   prograes  mrm   to  take  a  hit 
in  ths  budget,  surely  targeting  is  the  fairest  May  to  reduce 
costs  and  distribute  adjusteents. 

We  oppose  «crQ&«-thff-bciArd  reductions  in  incoee  support  levels. 
This  approach  to  prograa  sdvinQs  would  deny  basic  faeily  incoae 
opportunity  to  many  proc^ucer^  ^nd  c^use  an  increasing  oueber  of 
farm  failures.    The  responsible  alternative  to  cutting  costs  by 
cutting  program  protect  on  is  two-fold    oan  and  payment  limita- 
tions and  strict  eligibility  requirements. 

The  payment  limitation  concept  in  current  laM,  hOMever,  is 
seriously  flawed  for  at  least  five  reasons.   First,  it  is  inec|— 
uitable  among  commodities  in  a  given  year,  and  from  year  to  year 
for  a  given  commodity.   It  will  support  almost  any  level  of  pro- 
duction depending  on  particular  supply  and  price  conditions. 
Second,  it  is  most  often  too  high  to  be  truly  effective*   Third, 
regulations  are  not  strong  enough  to  prevent  producers  from  get- 
ting around  the  limitation  through  4^rm   subdivision  and  other 
means.   Fourth,  it  does  not  adjust  for  the  nonfarm  Income  levels 
of  beneficiaries.   Finally,  it  cont  nues  to  serve  a  dual  function 
-  supporting  incomes  and  rewarding  participation  in  acreage 
reductic^n  programs.   As  a  result,  those  Mho  reach  the  limit  are 
excused  from  further  acreage  reduction,  forcing  smaller  farms  to 
contribute  disproportionately  to  land  idling. 

We  support  alternatives  that  Mould  improve  basic  farm  income 
security  and  simaltaneously  reduce  budget  outlays.   In  cxitline, 
such  alternatives  Moulds 

•  set  loan  rates  at  economic  (variable)  costs  of  productioni 

•  raise  target  prices  modestly  to  more  adequately  reflect  both 
economic  returns  and  a  return  to  management  and  riskf 

•  adjust  these  levels  regularly  for  actual  and  projected  costs| 

•  limit  coverage  to  a  sufficient  volume  of  production  (bushels, 
bales,  etc.)  to  yield  an  income  per  family  equal  to  national 
median  family  income  (or  some  equivalent  measure),  by  means  of  a 
graduated  (tiered)  approach,  a  phase-out,  or  a  simple  cut-ciff} 

•  limit  coverage  to  the  portion  of  the  crop  necessary  for 
domestic  consumption,  export  agreements  or  firm  projections, 
reserves,  and  food  aid| 

•  close  loopholes  which  alloM  such  limitations  to  be  skirtedf  and 
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*  excluds  •from  •ligibility  producers  with  high  nonfara  individual 
or  corporate  incoflie,  by  Means  of  a  phase-out  of  eligibility  above 
a  set  level  of  nonfare  income. 

Such  a  program  would  meet  a  basic  family  farm  income  and  sur — 
vivial  test,  a  fairness  test,  and  a  budget  savings  test.   Beyond 
reasonab  e  limits,  producers  would  be  ineligible  for  additional 
public  support  and  would  rely  solely  on  market  forces.   Strict 
limitations  and  eligibility  criteria  would  have  the  added  benefit 
of  reducing  to  some  degree  program  incentives  that  encourage 
overproduction.   Finally,  such  a   prQ^ram  would  have  significant 
political  appeal  to  all  those  concerned  Nith  budget  deficits  and 
to  urban  members  who  find  little  coherent  rationale  for  the  ex- 
isting programs.   In  the  absence  of  such  well-defined  objectives 
and  rationales,  more  and  more  members  arm   increasingly  likely  to 
cease  being  political  allies  and  to  support  program  retrenchment. 

With  regard  to  supply  control,  it  would  seem  wise  in  the  current 
oversupply  context  to  separate  diversion  payments  from  deficiency 
payments.   Land  could  be  taken  out  of  production  str  ctly  on  a 

and  rental,  bid  basis.   Such  rental  payments  clearly  could  not 
be  sub  ect  to  the  payment  limitation.   We  would  hope  for  limited 
5c^le  bjcl!  of  payments  for  very  large  farms,  or  on  contracts  pur- 
chased with  land.   To  the  maximum  extent  possible,  such  a  reduc- 
tion program  should  be  made  consistent  with  the  laudable  goals  of 
the  conservation  reserve  program. 

In  closing,  let  me  appeal  for  moving  ahead  with  some  type  of 
targeting  option.   If  for  no  other  reasons  than  budgetary  ones, 
changes  in  farm  programs  are  imminent.   There  are  many  proposals 
for  wholesale  changing  of  current  programs,  from  complete  decou- 
pling and  phasing  out  target  prices  to  mandatory  product  on  con- 
trol and  high,  parity-based  loan  rates.   Each  has  very  troubling 
aspects  from  a  fami  y  farm  po  nt  of  view  and  we  wi    cont  nue  to. 
offer  targeting  suggestions  to  their  respective  proponents.   None 
appear  likely  to  garner  consensus,  at  least  in  the  near  term. 
Hence,  the  choice  for  the  pre&ent  would  seem  to  be  between 
diminishing  remaining  good  will  for  farm  programs  (and  depleting 
political  capital)  for  the  sake  of  freezing  benefits  for  perhaps 
another  year  and  then  succumbing  to  "slash  and  burn**  program 
retrenchment  -  or  moving  foward  with  deliberate  speed  toward  a 
targeting  option. 

We  applaud  the  Subcommittee  and  its  Chairman  for  holding  this 
series  of  hearings  and  hope  that  we  might  be  of  some  help  as  ycxi 
pursue  these  various  options.   Thank  you  for  the  opportunity  to 
testify. 
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STATQIENT  OF 

ROBERT  CARLSON,  VICE  PRESIDENT 

NORTH  DAKOTA  FARMERS  UNION 

TO 

HOUSE  AGRICULTURE  SUBOOMHTTEE 

ON  WHEAT  AND  FEED  GRAINS 

MARCH  17,  1987 

Mr.  Chairman.  My  name  is  Robert  Carlson  of  Glenbum,  North  Dakota.  I 
operate  a  small  grains  family  farm  unit  in  northeaster  Ward  county.  This 
past  December  I  was  elected  as  the  vice  president  of  the  North  Dakota  Farmers 
Union. 

Our  organization,  consisting  of  31,596  dues-paying  mcBBbers,  has 
historically  believed  that  the  primary  objective  of  federal  farm  policies 
must  be  to  preserve  and  protect  the  family  farm  system  of  agriculture. 

For  this  reason,  we  have  been  long-time  advocates  of  payment 
limitations  and  other  methods  by  vhich  farm  program  benefits  are  directed  and 
targeted  to  the  family  farmers  of  this  nation. 

To  be  clear  about  our  objective,  we  have  a  rather  precise  definitioo 
of  what  is  a  **family  farm.** 

'*The  family  farm  is  an  economically  adequate  agricultural 
production  unit  that  produces,  after  a  fair  return  oo  investment, 
a  family  income  comparable  to  the  average  income  of  families  in 
other  segments  of  the  society.  That  family  farm  is  a  unit  using 
land  and  other  capital  investment  operated  by  one  farm  operator 
and  his  family  who  provide  the  management,  take  the  economic  risk, 
and  do  most  of  the  work  required  to  operate  the  unit.** 
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This  definition  corresponds  to  the  classic  definition  of  family  fams 
in  that  it  uses  outside  labor  as  the  key  eleaent  in  separating  a  family  farm 
from  a  larger-than-family  farm.  However,  it  adds  one  key  component:  the 
level  of  income  which  the  family  receives.  In  other  words,  farmers  who 
receive  a  net  income  substantially  higher  than  the  national  median  family 
inconie  can  no  longer  be  classed  as  family  farmers,  and  therefore  must  be 
considered  larger-thaii-family  farm  operators. 

Our  purpose  in  adding  the  income  component  to  our  definition  was 
simply  that  technological  advancements  and  large  capital  investments  could 
permit  a  farm  operator  to  run  a  rather  large  farm  operation  without 
significant  use  of  outside  labor.  Ve  felt  that  the  net  income  component 
would  help  distinguish  such  operations  from  what  we  believe  is  the 
traditional  family  farm. 

Ve  believe  that  the  basic  issue  of  rural  America  is  the  control  of 
agriculture.  Rational  farm  policy  must  provide  direction  and  emphasis  to 
insure  that  control  of  agriculture  is  vested  within  the  family  farm. 

In  recent  years,  we  have  seen  a  dramatic  decline  in  the  mid-size 
commercial  farm  unit.  It  is  this  full-time  family  farm  unit  which  has 
suffered  the  greatest  percentage  loss  in  numbers  in  recent  years.  Our  state 
is  no  exception  to  that  trend.  In  a  little  over  a  dozen  years,  between  1972 
and  1985  North  Dakota  has  lost  10,000  farm  units,  leaving  us  with  34,000 
farms  left  in  our  state. 

This  is  not  only  an  economic  issue,  but  it  is  also  a  community  and 
social  issue,  because  the  family  farm  is  the  mainstay  of  our  communities  in 
our  state.  The  loss  of  family  farmers  means  losses  to  the  business, 
governmental  and  coomunity  infrastructures  of  rural  America.  This  translates 
into  a  loss  in  the  quality  of  life  in  rural  America  and  a  loss  in  the 
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economic  viability  of  our  state. 

Historically,  all  fans  prograns  have  been  passed  in  the  naae  of 
"family  farm**  agriculture.  Hovever,  the  changing  nature  of  agriculture  and 
the  structure  of  agriculture  requires  that  national  policy  today  Bust  be 
different  from  past  farm  policy  to  meet  the  continuing  policy  goal  of 
preservation  and  maintenance  of  the  family  farm  structure  of  agriculture. 

When  federal  farm  legislation  %#as  first  enacted  in  the  1930* s,  the 
goal  of  the  legislation  was  to  provide  farm  families  a  **parity  of  incoae** 
with  non-farm  families.  It  %#as  the  objective  of  the  lav  to  give  farm 
families  the  same  purchasing  power  as  their  urban  neighbors. 

The  result  was  the  development  of  the  parity  formula.-.  The  1910-14 
base  period  was  selected  as  the  appropriate  economic  period  in  which  farm  and 
urban  purchasing  power  (family  income)  was  in  a  reasonable  balance. 

Parity  pricing  for  each  farm  commodity  %ras  determined  to  give  an 
accurate  figure  as  to  the  price  level  necessary  for  food  products  to  achieve 
a  parity  of  income  for  producers.  Parity  prices  vere   the  a»ans  to  the 
objective  of  a  parity  of  income.  Parity  prices  were  not  an  objective  onto 
themselves. 

Through  the  use  of  price  support  and  supply-management  programs,  the 
farm  law  was  applied  without  real  limitations,  since  much  of  agriculture  at 
that  time  was  fairly  homogenous,  with  family-sized  farms  accounting  for  the 
vast  majority  of  the  nation *s  food  production. 

Since  family  farmers  made  up  the  bulk  of  producers,  the  farm  prograas 
were  fairly  successful  in  providing  and  distributing  farm  incoae  with 
uniformity . 
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However,  over  the  years,  the  reduction  of  risk  provided  by  fans 
prograas,  permitted  producers  to  adopt  technological  changes,  increase 
■echanization,  develop  specialisation,  and  expand  their  operations.  That 
expansion  was  not  unifora,  and  the  structure  of  agriculture  began  to  change. 
Ab  these  changes  were  occurring,  the  fam  law  did  not  keep  pace  with  the 
changes  by  iaposing  neaningf ul  liaitations  for  targeting  the  fara  progran  to 
family  farm  units. 

Today,  the  traditional  family  farm,  when  both  part  and  full  time 
producers  are  included,  make  up  a  little  over  one-third  of  the  nation's  farm 
units. 

If  we  use  gross  annual  sales  to  classify  producers,  a^d  if  wa  consider 
farm  operators  with  gross  annual  sales  of  $200,000  or  more  to  be 
larger-than-family  farmers,  these  larger  units  account  for  only  about  5X  of 
farm  numbers,  but  they  producer  about  one-half  of  the  nation's  agricultiiral 
output . 

Since  farm  program  benefits  are  tied  to  production  through  bese 
acreage  and  yields  for  deficiency  payments,  and  units  of  production  (bushels, 
etc.)  for  commodity  loans,  it  is  easy  to  see  that  these  largar^^than-^amily 
sized  farm  units  also  receive  a  disproportionate  share  of  federal  farm 
program  benefits. 

Because  of  this,  our  organisation  has  consistently  supported  payment 
limitations  and  other  methods  to  target  farm  program  benefits.  We  believe 
that  federal  farm  programs  should  return  to  their  original  objective  of 
providing  a  reasonable  livelihood  to  family-farm  operators. 

Unfortunately,  that  goal  has  almost  been  lost  and  forgotten  in  the 
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current  maze  of  national  fam  policies. 

Coonodity  prograas,  pricing  levels,  supply  ■anageaent,  acreage 
set-asides,  bases*  yields,  deficiency  payaents,  ezporta,  etc.  have  becoae 
objectives  in  theaselves  rather  than  the  aeans  toward  the  objective  of 
assuring  a  parity  of  incoae  to  faaily  faraera.  The  result  has  been  a  aassive 
loss  of  fasLly  faraera  in  thia  nation. 

Rather  than  being  the  priaary  beneficiary  of  federal  f am  policies , 
the  Aaerican  faaily  fara  haa  becoae  the  residual  beneficiary. 

The  largeat  faras  and  faraing  corporations  in  this  country  are  the 
first  in  line  to  use  and  abuse  the  fara  prograas.  While  advocating  a 
so-called  free  aarket,  they  are  also  the  first  ones  to  find  and  use  every 
possible  ad  ventage  in  federal  fara  prograa  proviaions,  the  federal  incoae  tax 
code,  and  aiailar  govemaental  prograas.  They  have  developed  elaborate 
scheaes  to  bypaas  the  payaent  liaitations,  increase  their  base  screagea,  and 
reduce  their  set-aaide  requirements. 

Siaply  put,  they  have  found  it  to  be  iaaensely  profitable  to  fara  the 
federal  fara  prograa,  the  incoae  tax  code,  and  the  federal  treesury  rather 
than  faraing  the  land. 

Unfortunately,  the  U.S.  Departaent  of  Agriculture  haa  too  frequently 
been  a  willing  participant  in  catering  to  the  needa  of  these  large  and 
corporate  producera  and  agribuainess  in  their  policy  recoaaendations  and  in 
their  rules  and  regul«iion§*  The  PIK  certificates  and  the  PIK  and  roll  gasM 
are  aaong  the  lateat  exaaplea  of  such  adBlnistrative  policy  gone  astray. 

In  calling  for  eaergency  action  for  the  1967  crop  year,  the  delegates 
at  our  convention  recoaaended  s  series  of  reforas  to  the  1965  fsra  law.  It 
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is  iaportant  to  note  that  the  first  two  of  these  reforas  related  to 
liidtations  and  to  targeting.  They  called  for: 

**1.  Realistic  linitations  on  deficiency  payaents  and  co— odity 
loans  to  close  the  current  loopholes  that  have  permitted 
nilti-oillion  dollar  subsidies  to  soae  producers  and  grain 
traders. 
2.  Inproved  targeting  of  fam  prograa  benefits  to  family  farBers." 

One  of  the  other  top  priorities  we  have  in  seeking  ianediate 
corrections  to  the  current  fam  law  is  the  repeal  of  the  Findley  aaendaent. 
This  would  increase  price  support  loans,  and  thereby  improve  commodity  prices 
while  reducing  federal  budgetary  exposure  in  relationship  to'  deficiency 
payments. 

Repeal  of  the  Findley  Amendment  would  also  have  one  other  important 
impact.  It  would  close  a  loophole  that  has  permitted  producers  to  legally 
receive  deficiency  payments  in  excess  of  the  $50,000  limitation. 

Ue  believe  that  the  $50,000  in  payment  limitations  is  a  realistic 
payment  limit.  Ve  also  believe  that  a  producer  should  be  limited  to  $125,000 
annually  in  comoKxlity  loans,  whether  they  are  regular  non-recourse  loans  or 
commodity  marketing  loans. 

Our  organization  is  extremely  interested  and  generally  supportive  of 
proposals  such  as  the  Dorgan-Penny  Bill,  which  would  limit  price  protection 
to  the  first  20,000  bushels  of  wheat  or  the  first  30,000  bushels  of  com. 

If  that  is  done,  however,  we  believe  that  such  targeting  must 
recognize  that  over  the  past  two  decades  of  voluntary  programs,  the  faithful 
and  consistent  farm  program  participant  has  been  penslized  in  acreage  bases. 
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etc.  It  is  the  family-sized  fara  unit  that  has  been  the  aost  consistent 
participant  in  these  voluntary  prograas. 

The  larger  fam  units  hsTS  had  greater  flexibility  in  participation  in 
the  fara  prograa,  and  thereby  have  been  less  frequent  participants.  They 
have  been  able  to  play  one  cooDodity  progras  againat  another  and  increase 
their  acreage  bases  for  specific  progras  coaaoditiea.  In  soae  cases, 
producers  have  greater  base  acreage  than  they  have  tillable  acres. 

In  addition,  the  faaily  fara  vhich  by  its  nature  tends  to  be  aore 
diversified  and  has  groim  specialty  crops  such  as  sunflower,  has  lost  idlest 
and  feed  grain  bases  as  a  result. 

Siaply  put,  the  iaposition  of  cross-coaplisnce  is  ten-  years  too  late. 
Because  of  the  problea  of  specialty  crops  and  changes  in  base  acreages  over 
the  years,  cross-coapliance  in  aany  cases  is  penalizing  faaily  faraera  idio 
had  not  contributed  to  the  prograa  crop  surpluses  because  they  vere  groiving 
specialty  cropa. 

What  we  are  saying  ia  that  to  be  effective,  the  targeting  in  the 
Dorgan^enny  Bill  aust  include  a  reallocation  of  acreage  bases  or  find  soae 
other  sltemate  to  these  acreage  bases. 

The  ssae  aust  be  said  when  looking  at  the  Harkin-Cephardt  Para  Bill. 
If  that  bill  uses  the  existing  bsse  acreage  ayatea,  it  will  continue  the 
current  inequitiea  in  acreage  baaea  that  have  becoae  detriaental  to  aany 
faaily  faraera. 

Whatever  ia  done  in  the  targeting  of  fara  prograa  benefita,  whether  it 
be  under  current  law,  the  Dorgan-Penny  Bill  or  the  Harkin-Oephardt  Bill,  it 
auat  include  soae  aethod  of  targeting  prograa  crop  acreage  bases  to 
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family-sized  faners. 

Ve  would  like  to  aake  one  more  comment  about  acreage  bases. 

Today,  the  buying  and  selling  of  land,  and  the  remtlng  and  leasing  of 
land  is  beginning  to  resemble  the  buying  end  selling  of  tobacco  allotments. 
Land  with  a  high  program  crop  acreage  baae  is  bringing  a  premium,  while  land 
with  little  or  no  base  is  significantly  discounted. 

Vhile  we  understand  the  economics  of  why  this  is  happening,  we  also 
believe  that  federal  farm  policy  is  wrong  when  it  encourages  the  baying  and 
selling  of  access  to  government  payments  and  commodity  price  supports. 

Our  state  organizet ion's  entire  agricultural  policy  framework  is  based 
on  the  principle  of  targeting. 

1  would  emphasize  that  our  policy  is  developed  by  our  members  and 
adopted  by  our  members.  Our  members  begin  the  process  through  resolutions 
adopted  at  local  and  county  meetings.  These  resolutions  are  then  compiled  by 
a  policy  drafting  committee,  which  consists  of  fifteen  members,  sad  ia  then 
presented  to  delegstes  at  our  state  convention.  The  delegates  then  debate 
the  issues  on  the  convention  floor,  chsnge  the  policy  draft  as  they  feel 
proper i  end  then  adopt  the  policy  for  the  organization  for  the  coming  year. 

Through  thia  process,  the  members  of  our  organisation  have  said  that 
it  is  not  good  enough  to  simply  smend  the  current  farm  law. 

Ue  believe  the  farm  and  cosModity  provisions  of  the  1965  Pood  Security 
Act  must  be  totally  replaced  with  a  aimplified,  direct,  and  more 
coat-effective  program. 

If  the  purpose  of  farm  programs  is  to  provide  a  raaaooable  livelihood 
to  farm  famillea,  there  ia  no  need  nor  any  reason  to  have  tha  federal 
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governnent  underwrite  every  bushel  or  pound  of  production  that  ve  have  in 
this  country. 

Instead  of  placing  price  supports  under  bushels,  we  need  to  place 
those  price  supports  under  our  faaily  fams.  Ue  can  accoaplish  that  by 
providing  fam  incoow  protection  on  the  first  basic  units  of  coinnodity 
production  of  family-sized  fam  units. 

We  would  recomnend  that  Congress  first  address  the  question  of 
protecting  the  incoow  of  faaily  faners.  After  that  issue  is  settled,  then 
we  believe  we  can  move  on  to  the  issues  of  supply  and  narket  BanageBant, 
exports,  and  trade. 

Therefore,  we  recoaaoend  that  the  current  fam  law  be  replaced 
beginning  with  the  1988  crop  year  with  a  TasLly  Fam  Protection  Act.**  This 
should  not  be  another  four  or  five  year  fam  program,  but  be  part  of  the 
permanent  agricultural  law  of  this  country. 

What  we  are  proposing  in  a  Family  Farm  Protection  Act  is  a  different 
kind  of  two  price  system.  There  would  be  one  price  system  for  family  farmers 
and  an  **open  market**  system  for  production  beyond  the  family-sized  farm  unit. 

While  there  are  various  ways  to  provide  price  protection  on  the  basic 
units  6f  production  of  a  family  farm,  we  believe  the  aimpleat  and  moat  direct 
method  would  be  providing  a  limited  dollar-amount  of  non-recourse  commodity 
marketing  loana. 

These  loans  would  have  to  be  set  at  leaat  at  110  percent  of  the 
national  average  coats  of  production  for  each  commodity.  (There  would  need 
to  be  some  adjuatment  to  reflect  feed-grain  equivalenciea  and  to  maintain 
balance  among  commoditiea  but  such  adjustments  should  be  limited  to  a  marrow 
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The  loans  would  repayable  at  the  average  prevailing  aarket  price  as 
l>eriodically  determined  at  the  county  level.  No  producer  would  be  eligible 
for  more  than  $125,000  in  commodity  marketing  loans  annually.  In  addition, 
to  encourage  diversification,  no  producer  would  be  eligible  for  more  than 
$90,000  annually  on  any  given  commodity. 

We  would  recommend  that  Congress  begin  with  such  commodity  marketing 
loans  for  current  program  crops  and  then  systematically  expand  it  to  also 
cover  other  commodities,  such  as  sunflower  and  other  more  specialised  crops. 
With  some  modification  and  innovation,  the  concept  of  this  proposal  could 
even  be  adapted  for  perishable  commodities,  such  as  milk. 

To  be  eligible  for  these  comoKxlity  marketing  loans  a  producer  would  be 
required  to  have  and  carry  out  an  approved  conservation  plan  for  the  farm 
unit. 

In  addition,  these  loans  should  be  limited  to  resident  farm  operators 
who  rely  primarily  on  farm  income  for  their  livelihood. 

While  we  are  not  prepared  to  write  the  rules  and  regulations  on 
defining  this  limitation,  we  would  suggest  that  those  with  passive 
investments  in  agriculture  should  not  be  eligible  for  these  price-supports. 
Off -farm  and  tax-loss  investors  should  not  be  eligible. 

Producers  who  have  substantial  non-farm  income  should  not  be 
eligible.  Producers  whose  primary  business  interests  or  livelihood  are  not 
farming  should  not  be  eligible. 

At  the  same  time,  retired  farmers  who  crop-share  their  land  and  are 
dependent  on  farm  income  for  their  retirement  should  be  eligible.  Farm 
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fanilies  in  which  one  or  both  spouses  are  working  on  off-fam  jobs  to  help 
establish  or  support  the  fara  unit  should  be  eligible.  Part-tiae  faners, 
especially  those  who  are  building  equity  towards  full-tiae  farming  should  be 
eligible. 

Ve  are  convinced  that  rules  and  regulations  can  be  established  so  that 
bona  fide  farm  families  will  be  eligible  for  price-protection,  while 
eliminating  off-farm  investors,  hobby  farmers,  etc.  from  federal  .price 
protection.  Eligibility  determinations  should  be  made  through  the 
farmer-elected  ASCS  county  comodttee  system. 

The  third  requirement  for  eligibility  would  be  that  producers  would 
need  to  participate  in  a  paid  set-aside.  The  set-aside  should  be  established 
on  a  percentage  of  total  tillable  (cultivated  acres),  as  annually  determined 
by  the  Secretary  of  Agriculture. 

By  basing  set-aside  on  total  tillable  acres,  we  believe  that  a  20 
percent  set-aside  would  be  the  maximum  diversion  necessary.  Basing  the 
set-aside  on  total  tillable  acres  would  be  a  more  equitable  system  and  assure 
that  all  producers  would  contribute  to  reducing  the  current  overcapacity  in 
our  nation's  agricultural  plant. 

Those  three  items:  conservation,  bona  fide  farm  operator  and  a 
set-aside  would  be  the  only  requirements  of  the  proposed  '^Family  Farm 
Protection  Act." 

Producers  who  wish  to  continue  production  beyond  the  price-protected 
volume  would  do  so  at  their  own  economic  risk,  rather  than  the  government's. 
Ve  believe  that  such  a  program  would  encourage  self-regulation  of  overall 
supply  as  well  as  dramatically  reducing  federal  budget  costs  and  budget 
exposure. 
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Vhile  ve  disagree  with  the  theory  that  lower  price  supports  will 
increase  exports,  our  proposed  program  would  not  ''interfere**  with  either  the 
domestic  or  export  marketplaces.  Therefore,  the  free-market  advocates  would 
not  be  able  to  oppose  the  program  using  their  current  arguments. 

Such  a  program  would  also  give  producers  freedom  to  determine  their 
own  crop  production,  acreages,  fallow,  rotation,  etc.  and  thereby,  reduce 
some  of  the  current  administrative  costs  of  the  farm  program. 

We  would  emphasize  that  this  program  would  do  a%#ay  with  commodity 
acreage  bases,  yield  formulas,  etc.  so  that  farmers  could  farm  their  units 
based  on  sound  crop  and  land  management  and  their  evaluation  of  prevailing 
market  conditions. 

We  believe  that  this  is  especially  important  at  this  time,  because 
crop  acreage  bases  have  become  distorted  and  inequitable.  As  outlined 
previously,  many  producers  have  been  able  to  unduly  increase  their  bases  by 
staying  out  of  one  commodity  program  while  participating  in  another.  Ve 
believe  the  best  way  to  equalize  the  bases  is  simply  to  do  away  with  them. 

Our  marketing  loan  program  targeted  to  family  farmers  has  another 
distinct  advantage.  It  ties  federal  farm  program  benefits  directly  to  actual 
production,  rather  than  acreages  and  yields. 

Ve  are  hearing  arguments  and  proposals  that  farm  programs  should  be 
**de-coupled**  from  production.  While  there  is  an  element  of  truth  in  the 
theory  that  our  current  system  of  payments  based  oo  cropping  history  and 
yields  encourages  over-production,  to  build  a  farm  program  on  such  a  concept 
is  simply  myopic  vision.  These  theorists  cannot  see  the  forests  because  of 
the  trees. 
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We  are  adamantly  opposed  to  the  decoupling  proposals  that  have  been 
forwarded  up  to  this  point,  because  they  would  entirely  lose  sight  of  the 
objective  of  fam  programs,  to  provide  price-protection  to  family  farmers. 
De-coupling  cannot  be  effectively  targeted. 

We  believe  decoupling  would  create  a  welfare  system  for  landowners, 
rather  than  providing  price-protection  for  family  farmers.  It  would  further 
encourage  off-farm  ownership  of  farm  land  and  would  further  tilt  the  farm 
program  benefits  to  large  producers. 

Instead  of  decoupling,  we  believe  that  farm  programs  should  be  tied 
directly  to  the  production  of  family-sized  farm  units.  The  limited  marketing 
loan  approach  would  achieve  this  objective,  as  well  as  reducing .federal 
budget  costs. 

While  we  %«ould  still  need  national  food  security  reserves,  those 
reserves  would  not  need  to  be  used  as  national  market  management  tools, 
thereby  eliminating  the  bulk  of  storage  costs  for  the  government. 

Rather  than  placing  "surplus"  production  in  reserves,  production 
beyond  the  initial  price- protected  volume  of  family  farmers  could  be  sold 
into  the  market  at  prevailing  market  prices,  used  for  feed  or  stored. 

.  A  producer  could  use  stored  commodities  as  a  disaster  reserve  for  that 
farm  unit.  Stored  commodities  would  be  eligible  for  a  comoKMlity  loan  in  a 
subsequent  year,  in  case  of  a  shortfall  in  production  on  that  farm  unit  due 
to  drought,  disease,  other  circumstances. 

By  using  non-recourse  commodity  loans,  forfeited  commodities  could  be 
placed  in  a  national  food  security  reserve,  assigned  to  Food  for  Paace 
Programs  or  sold  by  the  government  into  the  export  market  at  prevailing 
prices. 
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This  would  be  a  voluntary  prograa  that  is  targeted  and  tied  directly 
to  faaily  farm  production  and  would  encourage  self -regulation  of  supply  in 
response  to  **Barket  forces**. 

Ve  believe  it  %fould  draastically  reduce  federal  budget  costs.  While 
%#e  do  not  have  a  conpleted  or  detailed  study  of  budget  lapse t,  our  best 
estimates  suggest  that  federal  budget  costs  for  coaaodity  prograas  would  be 
cut  at  least  in  half. 

As  indicated  earlier,  we  believe  this  progrsa  would  take  the  first 
necessary  step  in  returning  fara  prograas  to  the  original  objectives  of 
stabilizing  incoae  of  faaily  fara  operators. 

It  would  also  serve  notice  to  other  grsin  exporting  ^countries  that  the 
Uhited  States  is  willing  to  protect  its  doaestic  fsaily  fsra  producers  but 
that  we  will  no  longer  establish  the  %forld  aarket*s  floor  price  through  our 
current  systea  of  loans  and  reserves. 

Therefore,  if  the  United  States  and  other  grain  exporting  countries 
want  soae  ainiaal  price  protection  in  the  international  aarket,  they  will 
have  no  choice  but  to  enter  serious  negotistions  for  re-estsblishing  an 
Interpational  Grains  Agreeaent  %rith  ainiaua  pricing  structures,  international 
food  security  reserves  and,  if  necessary,  allocation  of  production  and 
aarketing  shsres. 

It  would  place  the  export  aarket  issue  where  it  belongs:  that  is,  in 
international  trade  negotiations,  rather  than  oo  the  back  of  the  Aaerican 
faraer.  It  would  also  reaove  tha  burden  of  export  subsidy  wars  froa  the 
national  treasuries  of  grain  exporting  countries. 

Ve  believe  that  in  these  respects,  the  Faaily  Fara  Protection  Act 
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plan  fits  our  current  national  needs  of  targeting  fara  prograa  benefits  to 
family  fanoers  through  a  voluntary  prograa,  of  ■aJnt^lnlng  the  current 
■arlceting  systeas  and  of  our  international  trade  policy  goals. 

Ve  do,  however,  recognize  there  will  be  periods  in  vhich  the 
supply-demand  situation  will  require  government  involvement  to  assist 
producers  in  orderly  marketing  of  their  commodities. 

Ve,  therefore,  propose  a  separate  program  for  managing  the-  supplies 
available  to  the  market.  This  would  be  instituted  by  a  majority  vote  of 
producers  of  a  commodity  through  a  referendum. 

Ve  would  emphasize  that  this  should  be  a  separate  and  distinct  program 
from  the  Family  Farm  Protection  Act  Plan  but  that  it  would  bie  compatible. 

As  is  currently  being  done,  the  Secretary  of  Agriculture  would 
annually  determine  the  volume  of  production  needed  of  each  commodity  to  meet 
domestic,  export,  reserve  and  emergency  relief  needs. 

Upon  announcement  of  these  production  goals  by  the  Secretary,  produces 
would  then  submit  their  anticipated  production  of  each  commodity  in  terms  of 
bushels,  pounds,  or  tons  to  the  county  Agricultural  Stabilization  and 
Conservation  Service  (ASCS)  offices. 

The  county  ASCS  office  would  then  verify  whether  the  farm  unit  is 
capable  of  producing  the  anticipated  amount  of  comoKMlities  within  the 
approved  conservation  plan  of  that  farm  unit. 

If  the  total  anticipated  production  of  a  comoKMlity  as  submitted  by 
producers  exceeds  the  projected  demand,  the  Secretary  would  assign  comoKMlity 
marketing  quotas  in  terms  of  units  of  production  (bushels,  pounds,  etc.) 

The  marketing  quotas  would  be  based  on  the  overall  percentage  needed 
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to  bring  supplies  in  balance  with  projected  deaand.  To  prevent  significant 
regional  shifts  in  production,  the  quotas  would  also  need  to  reflect  the 
historic  cropping  practices  on  a  county-by-county  basis. 

The  Secretary  vould  be  required  to  target  the  aarketing  quotas  on  a 
progressive  basis  so  that  fanily  faners  could  aarket  a  higher  percentage  of 
their  anticipated  production  than  larger  fara  units. 

Upon  approval  of  the  aarketing  quotas  for  a  coaaodi'ty  through  a 
producer  referendua,  the  secretary  would  issue  aarketing  certificates  based 
on  the  quotas.  The  coaaodity,  then,  could  not  be  aarketed  without  a 
aarketing  certificate,  and  producers  would  not  be  able  to  receive  coaaodity 
aarketing  loans  on  production  exceeding  the  aarketing  quota;. 

If  deaand  exceeds  the  total  aarketing  certificates  issued,  the 
Secretary  would  be  required  to  issue  additional  quotas  and  aarketing 
certificates  also  on  a  targeted  basis. 

We  would  suggest  that  such  a  supplyHBsnageaent  prograa  could  be 
instituted  by  a  producer  referendua  for  aore  than  one  year,  but  not  aore  than 
four  years  at  a  tiae.  Upon  approval  by  referendua,  the  vote  would  be  binding 
on  all  producers  of  that  coaaodity. 

This  aarket  aanageaent  proposal  is  siailar  in  aany  respects  to  the 
systea  used  in  Canada  by  the  Canadian  Wheat  Board.  Faraers  would  still  be 
free  to  plant  what  they  wanted,  but  they  would  be  taking  their  chances  if 
they  produce  aore  than  their  aarketing  quota.  Again,  over-productioo  is  at 
the  producer's  risk,  not  the  governaent*s. 

The  priaary  differences  between  this  approach  and  the  Canadian  Wheat 
Board  Systea  is  that  the  aarketing  quota  is  targeted  and  based  on  producers* 
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plans,  rather  than  on  acreage. 

We  believe  that  the  coabined  approach  of  the  "family  Fara  Protection 
Act*'  and  this  '*Harket  Nanageaent  Act**  plan  should  both  becoae  penoanent  parts 
of  our  federal  fam  law  and  vould  provide  stability  to  family  faners* 
national  production  and  the  rural  econoay. 

Since  the  adoption  of  these  targeted  family  farm  prograa  proposals  by 
our  state  convention  in  Deceaber,  our  organization  has  been  holding  a  series 
of  informational  meetings  across  our  state  with  our  aeabership  and  the 
general  public  to  build  uiider standing  and  support  for  these  policies.  Ve 
have  had  very  positive  feedback  and  support  for  these  prograas.- 

Ve  believe  there  is  growing  recognition  that  fara  prpgraa  costs  anat 
be  reduced,  that  price  supports  aust  be  targeted  to  faaily  faraers,  and  that 
the  prograas  aust  be  siaplified. 

In  addition  to  public  review,  we  are  also  continuing  our  efforts  to 
study  the  econoaic,  social  and  govemaental  iapacts  of  onr  proposal. 

Our  purpose  is  not  only  to  better  quantify  these  iapacts,  but  also  to 
provide  aore  detailed  inforaation  so  that  our  aeabers  can  refine  these 
proposals  into  more  specific  detail. 

In  the  aeantiae,  we  will  continue  our  public  and  aeabership  education 
prograas  and  aeetings  to  provide  the  diaate  and  the  base  for  targeting. 

I  would  also  like  to  report  to  you  that  our  national  organisation  at 
its  recent  convention  held  March  1-4  gave  us  specific  support  for  such  policy 
directions. 

I  would  point  to  the  following  policy  ststeaents  adopted  by  the 
National  Faraers  Union  convention: 
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'*The  family  fam  is  the  keystone  of  our  policy.  Family  agriculture  is 
the  base  of  viable  rural  coaimunities  and  a  strong  society. 

Ve  remain  wholly  dedicated  to  the  strengthening  of  the  family  farm 
system  and  farmer  cooperatives  and  resolutely  opposed  to  an  industrialized 
type  of  corporate  farming  or  to  domination  of  farm  oimership  and  operation  by 
off -farm  or  alien  interests. 

Our  American  system  of  farming  is  the  most  viable  system  of  food  and 
fiber  production;  it  is  in  the  best  long-term  interest  of  the  nation;  and  it 
provides  the  most  widespread  benefits  to  all  in  our  society.  Yet,  its 
survival  and  continuance  are  not  automatic  nor  assured  to  our  society. 

Congress  has  often  reaffirmed  the  ''historic  policy  of- the  United 
States  to  foster  and  encourage  the  family  farm  system  of  agriculture  in  this 
country,"  but  this  federal  commitment  is  meaningful  ONLY  if  policies  and 
programs  are  implemented  and  administered  to  effectively  achieve  the  results 
intended  by  Congress. 

The  recommendations  set  forth  in  this  policy  statement  are  designed  to 
reaffirm  the  family  farm  structure  as  the  primary  agricultural  system,  to 
assure. rural  and  urban  stability,  national  prosperity,  the  preservation  of 
human  and  natural  resources,  and  the  dignity  of  the  individual  and  family." 

"Characteristically,  a  family  farm  is  oimed  and  operated  by  a  farm 
family,  with  the  family  providing  most  of  the  labor  needed  for  the  farming 
operation,  assuming  the  economic  risk,  making  most  of  the  management 
decisions,  and  depending  primarily  on  farming  for  a  living. 

Ideally,  the  family  farm  should  be  an  economically  adequate  production 
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unit  which  provides  the  fara  fainily  a  net  incoae  coaparable  to  the  net  incoae 
of  families  in  other  sectors  of  our  society.** 

**The  fasily  fara  continues  to  be  the  best  choice  for  the  Aaerican 
people  in  terms  of  assured  abundance,  efficient  production,  care  of  land  and 
water  resources,  rural  development,  quality  of  life  in  rural  communities,  and 
contribution  to  export  earnings  and  a  more  favorable  balance  of  trade. 
Agriculture  has  unique  characteristics  and  differs  markedly  from  other 
enterprises. 

Therefore,  we  reaffirm  the  National  Farmers  Union's  position  that 
federal  policies  and  programs  are  essential  to  protect  family  farmers  against 
the  hazards  of  the  marketplace,  where  almost  everyone— except  the  faraer — is 
protected.  Public  policy  must  involve  itself  in  helping  to  sustain  the 
independent  farmer  in  an  economy  which  is  otherwise  strongly  organised— in 
which  most  other  production  is  planned,  most  marketings  are  rationed,  and 
■most  prices  and  profits  are  administered.*' 

.  ^Kki   balance,  the  farm  programs  of  the  past  fifty  years  have  been 
helpful  to  farmers  and  to  our  society.  For  over  two  decades,  however,  family 
farmers  have  witnessed  a  deterioration  in  the  price  support  and 
supply-management  provisions  of  each  succeeding  four-year  farm  law.  The  Food 
Security  Act  of  1985  is  a  continuation  of  that  trend,  and  has  become  the  aoat 
expensive,  the  most  complicated,  and  the  least  effective  farm  law  in  modem 
agricultural  history. 

The  original  goal  of  national  farm  policy  was  to  provide  family 
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farmers  a  parity  of  incone  with  families  in  the  other  sectors  of  our  national 

economy.  That  goal  has  been  almost  forgotten  in  the  maze  of  current  national 

farm  policies,  with  the  result  that  family  farmers  have  become  residual, 

rather  than  primary  beneficiaries  of  federal  farm  polices** 

'"We  call  upon  Congress  to  develop  a  simplified  and  more  direct  program 
that  returns  to  the  goal  of  assuring  producers  a  reasonable  livelihood  by 
providing  full  farm  income  protection  on  the  basic  production  of  family  farm 
units.  The  following  principles  need  to  be  included  in  a  new  farm  bill: 

1.  The  legislation  should  be  long  term. 

2.  Minimum  price  support  levels  should  be  established  at  least  at  70Z 
of  parity  or  at  IIOZ  of  production  costs,  %rhichever  is  greater. 

3.  Marketing  quotas  and  marketing  certificates  should  be  utilized  in 
mandatory  market  management  programs,  adopted  through  producer  referenda. 

4.  An  adequate  national  emergency  reserve,  isolated  from  the  market, 
must  be  maintained. 

5.  The  role  of  the  Commodity  Credit  Corporation  should  be  expanded  to 
include  negotiation  of  long-term  agreements  with  importing  nations. 

'  6.  Tiered  marketing  quotas,  set-asides,  and  price-supports,  together 
%#ith  realistic  overall  and  per-program  limitations  should  be  enacted  and 
effectively  enforced  on  all  farm  program  provisions  so  program  benefits  are 
targeted  to  small  and  medium-sized  farmers  based  on  the  number  of  bushels, 
and  a  limit  on  the  total  amount  of  COC  loans  that  any  farmer  could  receive  in 
one  year** 
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At  both  the  state  and  national  organization  level,  the  Faraers  Union 
is  ready  to  support  legislative  efforts  that  %rill  inprove  the  targeting  of 
farm  program  benefits  to  family  farmers. 

We  know  that  this  will  not  necessarily  be  an  easy  task.  Ve  knov  that 
many  commodity  groups  will  find  it  difficult  to  place  the  good  of  family  farm 
agriculture  over  their  own  individual  commodity.  Ve  know  that  many  in 
agribusiness  will  find  it  hard  to  think  in  terms  of  family  farm  numbers  as 
more  important  than  production  volume. 

But,  we  believe  that  it  is  essential  for  the  future  of  American 
agriculture,  for  rural  America,  and  for  our  national  society  to  rebuild  the 
structure  of  fcunily  farm  agriculture  in  this  nation.  Ve  also-  believe  that  our 
urban  friends  and  neighbors  are  ready  and  willing  to  support  in  this  effort. 
Ve  are  also  fully  aware  that  unless  farm  programs  are  targeted  that  the 
support  we  have  received  from  our  urban  neighbors  will  slowly,  but  inevitably 
erode  with  every  news  story  of  scandalous  payments  and  subsidies  to  large  and 
corporate  farms. 

Ve  commend  the  subcommittee  for  holding  a  hearing  that  brings  us  back 
to  the.  basic  issues  of  the  structure  of  agriculture  and  gives  us  opportunity 
to  urge  that  we  return  to  the  original  objectives  of  our  nation's  farm 
policies. 

Respectfully  submitted, 

Robert  Carlson,  Vice  President 
North  Dakota  Farmers  Union 
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1  am  John  Zippert,  Director  of  Program  Operations  for  the  Federation 
of  Southern  Cooperaiives  /  Land  Assistance  Fund.   1  work  at  the  Federation/ 
LAF's  Rural  Training  and  Research  Center  near  Epes»  Alabama. 

The  Federation  of  Southerr.  Coopemtives/Land  Assistance  Fund  works  with  . 
over  15,000  binck  family  farmer;-,  whose  average  ^''j'SLl.'A^lllS—l''  "^O  acres 
or  ]ess.   Thuiif  farm-.rs  are  organized  into  various  ficlf-help  cooperatives 
and  coiomu.ilty  based  associations  to  collectiwly  pursue  purchasing,  marketing, 
and  technical  service:-..   The  Federation  provides  the  central  information, 
trainl  !g,  res  nirce  and  technical  back-up  support  for  this  network  of  cooperatives, 
credit  union,  land  associations  and  other  groups.   The  Federation  also  serves 
as  an  advocate  for  blrick  farmers  with  Federal  and  state  agencies.  Lend  Grant 
Colleges,  corporations,  and  others. 

1  am  here  to  speak  strongly  in  favor  of  targeting  the  benefits  of  Federal 
agricultural  programs  including:  farm  credit,  price  suboid-es,  extension 
services,  technical  support  and  Land  Grant  researc'r  to  the  needs  of  fainlly 
farmers;  and  in  particular  to  those  who  need  help  the  most  —  minority  and 
limited  resource  farmers. 

Government  policies  and  programs  in  agriculture,  for  the  past  half  century, 
have  been  enacted  in  the  name  of  "family  farmers"  but  have  been  utilized 
to  strenfcr.hen  and  enrich  the  largest  farmers  and  the  corporate  sector  in 
agriculture.   Under  most  USDA  programs,  the  top  one-fifth  of  the  largest 
farmers  receive  a  disporportionate  three-fifths  or  more  of  the  benefits. 
Less  than  5%  of  all  Land  Grant  College  and  Extension  Service  researcli  has 
been  specifically  focused  on  the  needs  and  problems  of  limited  resource  farmers. 
Tax  laws  give-  disproportionate  benefits  of  farming  to  absentee  owners  an^.' 
corporations  in  unfair  coi   tit  ion  with  family  fiirmers. 

The  current  economic  crisis  in  agriculture  and  rural  America  is  accentuated 
for  black,  minority  and  limited  resource  farmers  who  have  for  years  been 
struggling  to  make  a  subsistence  Income  on  the  edge  of  poverty. 
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For  black  fanaera  in  the  rural  South,  there  has  been  a  "continulnji  crisis" 
for  the  past  50  years.   Blacl:  farmers  have  faced  not  only  the  genera]  decline 
in  the  farm  ecotitmy,  but  also  neglect,  racial  discrimination  and  eccromic 
exploitation.   Black  farm  ownership  and  farm  population  hr.s  declined  steadily 
and  at  a  more  rapid  rate  than  for  white  farmers  fdr  nost  of  this  ce.lury. 
In  1910  there  were  over  a  million  black  farmers  owning  15  million  acres, 
while  in  1980  there  were  less  than  100,000  black  farmers  o\ming  less  than 
7  million  acres . 

Black  farmers  are  still  loosi ng  land  at  nr>  astounding  rate  of  1,000 
acres  per  day  or  350,000  acres  per  year. 

The  U.S.  Civil  Rights  ConiP'lsslon,  in  a  report  entitled  "The  Decline 
of  Black  Farming  in  America"  published  in  1982,  found  there  were  only  57,000 
black  commercial  f armors  (sales  a^ove  $2,500)  owning  A. 7  million  ai:res  Icf; 
in  America.   The  report  warns  It  unless  the  policies  of  the  U.S  Depar».nent 
of  A/.riculture  are  changed  "the  .  there  will  ho   no  more  black  farmers  by  the 
year  2,000." 

Specifically,  we  support  the  principle^,  of  targeting  tlic  government's 
resources  and  support  in  agriculture  on  family  .-ized  farmers,  especially 
minority  and  limited  resource  farmers. 

This  could  be  done  most  effectively  by  : 

1.  immediately  implementing  the  re  ommendatlons  of  the  1982  report 
of  the  U.S.  Civil  Rights  Commission  for  improved  services  to  black 
farmers  through  increased  civil  r-j^hts  com.iliance  and  enforcement 
by  USDA; 

2.  affirmative  action  by  USDA  in  the  distribution  of  program  benefits 
employment  and  participation  on  decision-making  boards  by  minority 
and  limited  resource  farmers; 

3.  a  set-aslde  program,  insuring  that  in  counties  with  5%  or  more 
minority  farmers,  the  proportion  of  federal  funds  provided  by  USDA 
programs,  i.e.,  FmHA  loans,  ASCS  conservation  program-.  Extension 
Service  and  Forrestry  Service  assistance,  be  at  least  equal  to 
the  proportion  of  minority  farmers  in  the  county. 
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4.  re-direct  the  r>  ..  arch,  cdiu:..-  foii  and  outrcacli  efforts  of  the 
Land  Grant  Collcj»,c  system  and  E>:ten8ion  Service  to  h.*:ter  serve 
the  needs  of  fit  •.ily  Itialted  resource  and  minority  fr   ers;  in.:ludlng 
the  utilization  of  commun :  *  >•  based  organ Ixatlonr-   :  •  the  Fedcr.-.ltiojr^ 
of  Sourthern  Coopernt  <  veti/I.ind  Assistance  i  und  to  provide  outreach, 
training  and  technical  services  to  small  farmers; 

5.  changes  in  particular  regulations  of  the  FmHA  loan  programs, 
which  are  harnii-  I  to  minority  cud   limited  re- •  arcc  farr:.ers,e.g. , 
the  $40,000  income  requliemcnt  on  the  hoincf; loading  provisions  for 
farmers  faci-ig  foreclosure;  arlirary  delay.;  in  loan  processing; 
reform  of  ti  '  FmllA  appeals  process  to  mnVs  it  more  equitable. 

6.  support  for  programs  which  would  assist  and  support  yotmg  people, 
paiLiculrrly  mltiorlty  yr  'th,  to  get  involved  in  agriculture  and 
farming. 

I  am  pleas*  d  to  report  that  the  Fcderation/LAP,v»orki-,*,  with  other  grassrootr  - 
farm  organizations  in  the  National  Save  the  Family  Farm  Coalition,  has  been 
successful  in  Incorpo.  .'rln. .  many  of  these  suggestions  into  the  Harkin/Gephardt 
"Family  Farm  Act"  (H.R.1425).   For  this  reason  and  because  wo  also  support 
the  general,  parity  price,  mandatory  supply  control  and  debt-.--'Structuring 
provisions  in  the  Family  Farm  Act,  wc  strongly  support  its  passage  during 
this  session  of  Congress. 
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WRITTEN  STATSfENT  BY 
THE  NATIONAL  GRANGE 

Mr.  Chairman,  members  of  the  Subcommittee,  the  National  Grange  appreciates 
the  opportunity  to  present  Its  views  on  the  targeting  of  farm  programs  and 
requests  that  this  statement  become  a  permanent  part  of  the  Committee's  record. 

The  National  Grange  supported  the  passage  of  the  1985  Farm  Bill  and 
%^  believe  it  is  meeting  many  of  its  objectives.   Some  critics  have  called 
for  revision  of  the  Farm  Bill  based  on  its  costs  to  taxpayers  and  inequitable 
distribution  of  benefits  to  certain  large  farmers.   If  Congress  revises  the 
Farm  Bill  for  these  reasons,  we  believe  a  rational  commodity  support  program 
that  explicitly  targets  benefits  to  moderate-sized  family  farms  would  best 
serve  the  interests  of  farmers,  consumers  and  taxpayers. 

The  current  structures  of  commodity  support  programs  have  been  inef- 
ficient because  they  are  designed  to  provide  income  and  price  support,  both 
directly  and  indirectly,  on  virtually  every  unit  of  production.   This  Includes 
production  beyond  the  point  that  is  needed  to  fulfill  domestic  consumption 
and  world  demand.   Ironically,  commodity  support  programs  that  treat  all 
units  of  production  equally  have  helped  to  move  U.S.  agriculture  toward 
a  remarkably  unequitable  bipolarlzatlon. 

According  to  data  from  the  USDA's  1985  Farm  Costs  and  Returns  Survey, 
7.2  percent  of  all  surveyed  farms  produce  51.3  percent  of  our  Nation's  entire 
output  of  food  and  fiber.   These  farms  have  annual  sales  of  $250,000  or  more 
and  account  for  36.7  percent  of  the  total  direct  government  commodity  program 
outlays.   On  an  average,  each  farmer  in  this  category  who  qualifies  as  a  program 
recipient  receives  almost  $72,000  in  payments  annually. 

At  the  same  time,  59.8  percent  of  all  surveyed  farms  produce  7.7  percent 
of  the  farm  output.   These  farms  average  between  $10,000  and  $40,000  of  sales 
each  year.   (The  USDA*s  Farm  Costs  and  Return  Survey  does  not  adequately  cover 
the  approximately  700,000  mostly  small  farms  that  have  sales  of  less  than 
$10,000  a  year.)   Small  farms  surveyed  account  for  5.4  percent  of  commodity 
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program  outlays  and  the  average  payment  per  recipient,  each  year.  Is  $4,000. 
The  vast  majority  of  these  farmers  farm  only  part-time. 

The  largest  and  smallest  group  of  U.S.  farms  would  survive  without 
specific  federal  commodity  supports.  The  largest  farms  take  advantage  of 
their  economies  of  scale  and  the  smallest  farms  rely  upon  off -farm  Income 
to  supplement  farm  receipts. 

Squeezed  in  the  middle  are  the  medium-sized  traditional  family  farms, 
which  constitute  33  percent  of  all  surveyed  farms  and  41  percent  of  farm 
output.  These  farms  with  annual  sales  between  $40,000  and  $250,000  a  year 
account  for  37.9  percent  of  program  outlays.   Each  program  recipient  receives 
an  average  of  less  than  $23,000  a  year.  These  predominantly  family-owned 
farm  businesses  are  full-time  operations  and  have  limited  opportunities  for 
off -farm  income. 

Programs  that  have  supported  the  last  units  of  production  of  large 
farms  equally  with  the  first  units  of  production  of  all  farmers  have  dis- 
torted the  distribution  of  farm  input  resources.  Using  economies  of  scale, 
larger  farms  have  Increased  their  ability  to  outbid  and  command  input 
resources,  such  as  land,  labor,  capital,  chemicals,  etc.  Commodity  programs 
distort  this  system  by  failing  to  provide  adequate  market-based  signals  to 
large  and  expanding  producers  that  the  value  to  the  market  and  society  of  each 
subsequent  unit  of  their  production  is  diminishing. 

To  compensate  for  large  farmers'  unneeded  last  units  of  production,  we 
have  forced  others  to  bear  the  burden  of  adjustment.  We  have  required  all 
farmers  to  participate  in  mandatory  acreage  set-aside  in  order  to  qualify 
for  program  benefits.  We  require  taxpayers  to  bear  the  costs  of  commodity 
storage  or  produc.  sale  at  a  loss.  Finally,  and  more  frequently  than  any- 
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one  desires,  we  compensate  for  large  farmers*  unneeded  last  units  of  production 
by  encouraging  the  elimination  of  another  farmer's  first  unit  (and  subsequent 
units)  of  production. 

The  National  Grange  believes  that  the  medium-sized  family  farms  should 
receive  targeted  benefits  from  government  programs.  As  farmers  increase 
their  production  beyond  certain  modest  points,  their  benefits  from  direct 
government  support  programs  should  decrease,  eventually  to  be  eliminated. 

Targeted  support  would  eliminate  many  of  the  distortions  caused  by 
the  current  programs.   Farmers  who  have  large  operations  would  find  that 
their  economies  of  scale  would  be  offset  by  the  reduced  stability  of  the 
price  of  their  product  in  the  market.   The  larger . farmer  would  find  his 
relative  advantage  in  bidding  for  input  resources  offset  by  a  policy  that 
puts  his  smaller  neighbor  on  a  level  playing  field.   Such  a  program  would 
encourage  large  farmers  to  become  truly  efficient  by  working  to  maximize 
output  while  minimizing  inputs. 

Taxpayers  %rould  also  benefit  from  a  targeted  approach.   If  the  7.2 
percent  of  farmers  who  received  payments  averaging  $72,000  a  year  were  instead 
to  receive  payments  at  the  average  of  the  medium-sized  farmers,  which  are 
less  than  $23,000,  then  the  costs  of  direct  farm  support  programs  could  be 
reduced  an  estimated  $3.75  billion  a  year.   These  funds  could  be  redirected 
to  deficit  reduction,  soil  conservation,  rural  development,  refinancing  agricul- 
tural debt,  or  providing  assistance  to  farmers  based  on  need. 

There  is  a  difference  between  targeting  program  benefits  to  achieve 
better  efficiency  in  our  farm  policy  and  targeting  to  provide  assistance  to 
fanners  based  on  need.  While  the  National  Grange  favors  both  concepts,  our 
purpose  in  this  statement  is  to  emphasize  targeting  to  direct  the  farm  sector 
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toward  greater  efficiency  and  a  better  distribution  of  benefits  and  resources 
to  the  largest  niimber  of  farmers,  consuners,  and  taxpayers. 

Many  individual  farmers  suffer  from  financial  hardships  ceused  by  lov 
prices  and  high  debt.   Current  comodity  support  programs  do  not  ade(|iietely 
provide  payments  to  farmers  under  financial  stress.  Targeting  progrflB  benefite 
would  not  specifically  address  this  problem  in  the  short-term  either.  Hovever* 
unlike  the  current  commodity  programs,  a  targeted  commodity  prograa  would 
provide  the  resources  from  the  $5.75  billion  in  projected  savings  to  fashion 
a  humane  targeted  income  or  debt  assistance  program  based  on  Individual 
farmer's  needs.   In  the  long  run,  the  current  programs  offer  farmers  the 
prospect  of  continued  financial  stress.  A  targeted  program  offers  than  the 
clear  hope  of  improved  supply  and  demand  balances  for  the  commodities  that 
they  produce  and  an  important  safety  net  for  family  income. 

Targeted  benefits  for  federal  farm  programs  would  assure  the  Nation 
and  the  world  of  a  diverse  and  efficient  agriculture.   It  would  help  main- 
tain a  "critical  mass"  of  agricultural  economic  activity  in  rural  America 
which  is  the  backbone  for  prosperity  in  thousands  of  small  towns  and  the  dam 
that  holds  back  a  flood  of  rural  migrations  to  already  stressed  urban  areas. 

Once  again,  Mr.  Chairman,  thank  you  for  this  opportunity  to  share  our 
views  on  targeting  farm  payments.   The  National  Grange  commends  you  for 
holding  this  hearing. 
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Targeting  Earm  Program  Benefits 

Oio'CHOKESpanelJbcumononeqfiiemoBiaemttk^ltam  not  considered  here. 

ttJimmb^HtnotamwlBm.MHan)UBniiny0rnminds  Odwr  poynMMs  under  die  curreni  program  combine  in- 

m,Aequisaon<;ftyt/igJampnjffm%pt9fntimt^  .duoememandiewmlf3ridUngbnd;su|)plRneniiofarmefs' 

mrfyy9anqf^commiodltyprt3grams.jimjotmcmandbt  income,  which  applies  ponicuhrly  when  commodiiynnna^ 

colkngiMS,  drmiingtm  ^  moa  oonpkif  data  9el  m^aiUbk,  men  falls  shoit;  and  an  implidi  subsidy  loan  utilization  of  a 

ikwstoi('dNK}/yt;7nmpK9iffimBtt«TdtahbulK/^/5M5.  commodity,  bodi  in  foreign  trade  and  domeaically. 

Mid  Dmn  lOeckmr,  Dm  CHckman,  H.  O.  Carter,  and  Rudy  Pi>inenis  are  ofered  far  idling  land  according  to  two  sharply 

B(miMitxdaaiKi)eimmfr(miietpenii§clk'»-'neAmeri^  diiereni  principles.  The  first  is  just  payment  ofdie  equivalent  of 

can  fktnn  Bureau  PkkMdcm,  ite  Congrts,  ite  Unk^mity  qf  rent  The  Conservation  Reserve  is  straight  renoL  So  is  die  paid- 

CaifjmlaCDai'tX  and  ite  Senate.  divaskn  option  in  several  commodity  programs.  Mone>'.  or 

BeoauaecfdteiHpartmoecitbeiBm,  CHOKXStmiMsyou  conmodltyin4dnd.  is  paid  ai  a  per-acre  rate  far  taking  cropland 

K>±mvyoierreactiomwtiboAerrBadenby$endtngaleUerio  outofproductioa 

OiOtCES  at  12706  Oak  Panm  Road,  Hemdon,}eM2C71.  Ihe  second  principle  is  as  conY)lex  as  die  first  to  sin^. 

Idling  of  bod  to  induced  by  a  promtoe  that  if  maikei  price 


lilde  CMdnal  IJoder  Item  Pdky  Son  proves  »  be  bdow  a  spedlic  tatga  price,  dw  Cmner  wiU 

uHKi  vBiepuw  vHvu  >wHimvmm,j  viH.  rBodve  a  deficiency  payment  The  taigct  price  level,  «d  tfwe- 

HrtnUr.  SbvbHM  iore  the  stoe  of  the  ohHgiion  far  deficiency  payment,  to  calcu- 

rtiAiBH  rifirf  Ptf— liicwi  Jiixun:""^^  hied from  some conofpi,  howcvei  va(gue.  of  what  farm  inoome 

t^^nBranaiOMtnmmBawmmm,  pii^  »  be.  fc  to  a  yKnvwIde.  aggpegy  OMKtpi. 

(Mlue^qfmsourfCkilumbta  J^*i£;*^;*^^fJlf^ 
Htpnfisakmai career be^m  wtb  ^T?jy^?-!^,^??^^      ^  ^P^^ 

waHdt^inlbeAAAuibeatpns^am  P^^"*"?  ^*?"y  *^  *"°°y  *^  **?  *°'*^'  **^"°^  ***  '^ 

f^to9i  popular  imngf .  direct  paymcnto  are  trMMfer  pymeiMs,  a  boun- 

^  tyioinnen.Henoe.KXNdieobieaioniogianislxafsome 

Ude  to  orighial  under  die  ten  poli-  IndWAMl  piymena.  

cy  sun.  The  1985  Item  Law.  enacted  ,J51?!?.!S£fc?3£Su^^ 

jAeriwoyeanoffheioriccaIlii«fara  J^Sj^iET^^ff 


new  direcdon  in  Cnn  policy,  to  dtadnalwe  not  far  new  tech- 
niques but  far  a  malor  rebahndog  among  die  old 

Moainacable  to  an  unprecedemed  reliance  pboed  on  direa 
Ikeaaury  paymems  10  Cvmen  In  die  new  bw  direa  payments 


iic»i«y  iff;"?"  ■"  i«i«».  m  f*^  »«-w  "^  *«^^  J!?""'"  AskleiUktotfiatifdieixGswiacnfiAyi 

are  not  only  fcr  higer  dan  ewer  before,  but  diey  inooiporaie  lo         p^m^oSnafiti^S^^mt^^^ 


promise  of  ihem.  seive  thto  second  puipoae. 

But  more  ambiguity  appears.  Paymento  are  oontinBcncy  in 
naure.  They  win  be  made  only  if  die  acreiige  reduction  far 
which  diey  pay  to  not  fiiOy  auooessluL 

A  sideiIgN  to  tfiat  if  die  program  acniaHy  were  10  lift  matket 


6r  greater  degree  an  implldt  aubsidiadon  not  only  10  oqxxts 


prices  10  the  wgei  level,  partlctoanis  would  get  no  difiereniial 


bis  also  10  ttveaock  and  pouluy  feeding, 
area  paymenn  were  advocaed  in  die  earlieat  years  of  farm 
y*****  AdvocaKs  held  that  if  fanners  incomes  were  too 
r.  tfie  sensl)le  ddng  10  do  was  10  pay  out  Itaasuiy  money. 


benefit,  and  die  faee^dder  syndrome  would  apply.  Gonmri- 

wtae,  and  pandGfldcaBy,  only  a  praqxa  of  ixxMuooeas  nakes 

e  for  deficiency  paymenu  lo  pfay  the  dual  role  of 

acreage  reduction  and  themselves  coiMifouting  lo 

lluwcvu.Xihn  P.  Black  «d  ote  MfdJUjacJjta^um  But  diai  to  not  riliniofcjn  deficiency  iwmenB  (or  oromtoe 

oblecaed,  pacdy  on  noni  groundi  Bven  more  diey  believed  Bi«i.«»i«--fcM-»«--.i««^B«i.,|<.pii««vv«i««M»c 


Itpoasfole 
inducta«a 


p^fmenn  propoidooaK  10  farm  slae  wouU  add  10  owersupply 
of  oamniodWes.  scBing  a  laKhedng  in  tnoiion  wherein  each 
finher  depreaalon  In  prices  would  require  Ngger  paymenOb 
Moreover.  Black  and  others  prefcned  commodity  adfjustment, 
and  daey  warned  10  uae  paymento  10  kiduce  indMdual  farmers 


of  ifaem)  iiMisiiune  a  reward  that  brings  fatraew  Iwo  prcyams. 
a  Hmii  10  p^finent  slae  dtaooun^ges  the  lai)ger  farmers  fiom 
paflirlpatit^^  Anil' ipailngthte<yiini,wriKrs  of  reoentfann  laws 
provided  that  10  whsiever  of  grrr  a  MmiiiakesefiBct,  the  farmer 
to  eacuaed  ftom  fonher  idUng  of  land 
Ihe  ouKPme  to  that  smaller  fainieis  oonrfouK  dispropor* 


The  cwmpcwfff  was  a  compromise.  Paymeiss  then  and  sinoe  ^"^_  ^^7     ^"'^  ^^iLk^^!t!^^*-^-   ^&  jJLSI^J?*^ 

«_ ■  .-  -t   J  ,_  ?Ti —  *-  ■  -   i„~i-.»  ^-»j  —  t_  acicagB,  yet  are  dHne  lor  wicpoit  loans  on  aa  ineir  produc- 

to«inrioiiih^a^  o  boter  farm  income  and  pay  far  ttooT*y«»amto«rflauoc«asftil.dieyieallKdieh^ier 

M  paymento  under  die  19B5  law  baOoon  while  commodity  price  on  all  didr  h^ger  aap«. 

narioeB  are  saniraKdcaDs  are  heard  once  more  10  give  up  on  Implcll  SabaUbaMoB 

commndkynunngemeni  and  lust  pay  out  dollars  10  bete^gnred  As  dK»«h  die  features  of  direa  paymento  have  not  been 

farmen.  Some  adwocMS  ask  diat  paymento  be  targeMd  10  complkasedenonghdiese  50  years,  dttfiecs  of  die  1985  farm 

piciBrred  csae«ories  of  beneficiaries.  hibUdty  about  muki-  law  added,  or  ampfified.  a  foidier  fcsbm.  More  dian  ever 

oflton  dollar  individual  paymento  sreng^hens  their  case.  before,  commodky  loan  cbks  were  dropped  low  far  the  ^pcdf- 

MtadObKctfvca  and  Mul^  Bole  ic  pugpae  of  sdmuhdng  udllatloa  M  promaes  bodi  faw^n 

tai  order  10  eiamine  the  issues  in  direct  payments,  a  starting  sale  of  export  commodMes  and  domestic  lalllTarton,  too— ao 

potat  to  10  set  asfcJespedal-puipose  payments  such  as  indemni-  s%nik3wtiofBedhig  of  feed  grains  and  soybean  meal  plhe^ 

des  ki  crop  insurance,  cost-sharing  far  csnying  out  oonseiva-  sKxkandpoukty.k'senonghiochediepocdclkieaboui'XSh. 

don  pracdces.  and  die  occaskxialdtaasKr  paymento.  They  are  what  a  angled  web  we  weare..."dKmgh  any  deoepiton  arises 
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from  complcxiiy,  noi  by  design. 


During  most  of  the  half<entuiy  of  fitrm  programs,  stooge 
loons  havr  been  viewed  as  the  principal  instnimeni  of  com- 
modity programs.  Deficiency  payments  were  only  inddenol 
supplemenB  and  did  not  genoate  much  hubbub.  To  be  sure, 
thev*  ikrre  recognized  as  an  additional  aRraction  thai  would 
help  bring  land  into  a  reduction  program.  As  such  they  were 
resfirded  as  less  costly  to  government  than  outright  rental, 
because  they  were  contingency  and  would  not  have  to  be  paid 
in  a  good  price  year.  Rents,  by  contrast,  would  always  be  paid. 

Direa  payments  are  so  much  more  in  the  spotlight  now 
because  so  many  more  obfeciives  have  been  hung  on  them. 
Abo.  underihe  current  bw  and  in  die  presem  semng.  they  are 
so  ven-  cosdy.  A  synthesis  of  the  component  pans  of  direa 
payments  is  anempied  here,  as  a  starting  point  for  analyses  that 
are  needed  preparatory  10  any  revision  of  the  1985  Cum  bw. 

So  long  at  the  fitrm  economy  remains  fitf  out  of  babnoe,  a 
case  can  be  made  far  addressing  acreage  reduction  at  sudi, 
aepai  jting  It  from  deficiency  paymenBb  Acreage  reduciton  can 
be  broiigN  about  by  mandatocy  allotments  or  by  vohinafy. 
MiMg^rt'M*>'wd,  bnd  rental  Rental  programs,  in  turn,  can  be 
notHxxnmodity-specific,  as  die  Conservation  Reserve,  or  paid 
dhiersion  oominodiiy  by  commodliy.  Rental  paymeno  in  eldier 
case  would  presumably  be  at  a  minimum  raK.  Their  six  would 
not  be  subfea  10  a  limit,  as  paitidpadon  is  sought  from  bige  as 
weB  at  smaller  brmsw 

If  bnd  for  idUf«  is  remed  outright,  deficiency  payments  are 
confined  lo  two  roles.  One  is  to  ofiet  loan  raKs  that  are 
deUbenaely  set  at  a  sub«quiUbrium  levd  so  at  10  subskttae 
utilliaiif  V  partiaibrly  expoRSb  IMs  component  of  payments 
probably  oug^  iKX  be  limlKd  inslK. 

Hie  second  role  is  the  one  that  it  inily  consistent  wid)  die 
terni.  deficiency.  If  a  (unher  contrfoudon  10  btmers' incomes  to 
sougN.  payments  can  be  made  or  increased  for  die  putpoae 
and  may  wen  be  laigeied  k  might  be  suppoaed  that  dito  com- 
ponent of  paymeno  would  be  des^gnra  10  be  of  most  aid  10 
moderae  steed,  fuB^imebrnas  that  are  in  severe  Inoometrou- 
ble.  tai  any  ciae,  die  OKBCdng  Idea  to  appropctae. 

lb  al  dUt  snytfwsto,  a  major  c»«at  musi  be  added.  If  pros- 
perity were  10  return  10  agriculture,  so  that  modes  acreage 
progn—t  would  restore  atxepiaMe  comtPodlQr  prioes>  the  n- 
ilonale  for  direa  bnd  rental  wcakent.  In  that  caae  deficiency 
paymena  at  contingency  might  be  adequag.  They  would  be 
highly  aaving  of  government  008L 


INfcct  Q^nwnonaA  ¥uok  Piroginuii 
F^meirtB  DislrllHitioii  Target^ 
lb  Plrodiictioii 


i  Janrn  D.  Johnson,  David  E  Banker, 

\  andumdMaj.Monbart, 
Afficulnaul  BoononUsts 
Eoonomic  huUcatars  Bnxndb 
Economic  Rtstatdb  Sefvkx 

Prior  10  1983  direa  Government 

payments  averaged  1  to  2  percent  of 

die  gross  cash  income  of  US  brmers. 

Since  dien.  prices  of  basic  commod- 

^  itles  have  dropped,  commodity  pro- 


on  an  annual  basis— direo  payments,  commodity  bant  and 
dairy  purchases  have  inaeased  dramatically,  riring  fitoai 
neariyrbilUonin  1961  io$22blllionin  1985and«>neariy  US 
billion  in  1986l  Becauae  of  increases  in  deficiency  paiiwiM 
and  the  addition  of  new  programs  such  at  die  Conaenatton 
Reserve  and  markedng  ceitifioies,  direa  paymento  have  riaen 
as  a  proportion  of  total  oudays  and  could  total  $13  bdbon  In 
1966.  Consequendy.  1966  direo  payments  could  aooount  for 
nearly  9  perrav  of  die  gross  cash  Income  of  US.  bimert. 
Fayment  DialfflNMloo  by  Sbe 

We  do  not  yet  have  infocmatlon  on  how  die  $13  Ufton 
wocdi  of  1966  payments  wcreAue  beii^  dstribued  amont 
brmers.  However,  die  1985  data  from  USOA*s  anoual  Hbm 
Costs  and  Returns  Survey  showing  die  distctwdon  of  paymems 
fx  1985  are  good  indioaors. 

IHe  largest  payments,  on  average,  went  10  brmers  wirii  aalea 
of  bnn  products  of  I500j000  or  more.  Slighdy  over  half  of  dieae 
brms  received  cheds  In  1985  aweragtog  9^1/000  (Abur  1). 


Hie 


HiglMst  Paymentf  go  the  the  laifeil 
IS  «od  Tbofie  with  Hill  DchC  fai  19S5 


Ihese  brms  received  about  15  percent  (flgure  2)  of  uri 
program  payments  and  aoooumed  far  about  1  pfitent  of  al 
farms.  TTie  brmeis  retxiving  ptyroento  aoot)unied  for  appaoat- 
mattly  12  percent  of  crop  and  livesKxk  aalet  by  al  bnnismd 
about  15  percent  of  grain  and  coiaon  sales.  IheyatanaooaunaBd 
fxsllghdynnore  than  one  tenth  of  the  cropland  icmoaBdfriMn 
production  through  acreage  t^cduajonprogfawtopeBMBdaBi 
part  of  program  paiiici|Taiion  re(|uiremeniSkGoweniBBtoipi^ 
mens  acoounied  for  about  5  percent  of  fec|pienKsg|RMtcMi 


Rvms  wid)  total  sales  of  MOjOOO  10  ISOOyOOQ^  dU  an  icoebc 
the  largest  indivkkial  payments.  However,  mgrtliei  ddi  fpo^p 
of  farmers  received  nearly  four  flfihs  of  total  prqpaai  Tt^ 
ments.  While  program  pattlripantt  in  thto  group  aoPtwMBdfc 
less  than  one  fxvih  of  al  farnit,  iheyaooounBd  for  over  ok 
third  of  total  crop  and  livcsKidi  sales  by  US.  farmeif  Md  vkok 
impoftandy  they  aocpunKd  far  nedy  i««  difedi  of  gtiin  aii 
*  I  of  al  Ik  bod 


i.  Ihey  abo  wfthheld  tfwee  foucdit  c 
removed  from  prodiicdon  under  acreage  redujlofl  p 
Ahfger  share  of  brms  in  dito  sales  daas  took  pan  In  dK 
government  programs  than  did  fanners  sdKng  mtxeor  hsatla 
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1985  Gowenuneni  payments  were  abo  wery  imponani  for  re- 
dpients  In  this  group  acoounUng  for  nearl>' 9  percem  of  gross 
cash  income. 

The  smallest  48  percent  of  Eums.  those  wUh  sales  less  than 
t20jOOO.  received  2.2  peioent  of  paymems.  These  payments 
accoumed  far  over  12  percent  of  gross  income  of  paitidpani 
Evmers.  Recipients  in  this  dais  had  about  1.0  percent  of  grain 
and  canon  sales,  and  remcwed  2^  percent  of  the  cropland 
under  acreage  reduction  programs.  Thus,  the  data  demonstrate 
program  payments  are  geaied  to  production  of  die  fitrm  pro- 
gram commodities— primarily  grains  and  coaoa 

Laffest  Sliarc  of  Total  Psyments  go  to  Btfins 
with  Sales  of  $40,000  to  $500,000  In  1985 


are  some  abcwe  and  some  below.  Farm  programs  are  no  ex- 
cepiioa 

Ai  one  extreme  are  farmeis  who  produce  large  volumes  of 
output  and  tfMK  are  eVglble  for  large  government  benefits.  Ai 
the  odicr  extreme  ate  suite  pmduoen  whose  volume  is  so  low 
that  government  program  bcnefks  are  meaningless.  Their  in* 
come  can  never  be  improved  no  traoer  how  high  Congress 
)ada  prices. 

Congress  has  trKidonally  shied  away  from  giving  farmers 
direct  payments  lo  make  up  the  diSErenoe  between  nuwhei 
prices  and  the  htg^Kr^stflct  peaces  set  by  Congreu.  In  addition. 
Congress  has  been  iduciant  to  give  poyroems  lo  Cumers  for 
"not  producing**  food  and  fiber. 

Inoead,  Congress  really  wants  the  best  of  both  worlds,  large 
supplies  of  food  and  fiber,  h|g|Kr  prices  to  temen  and  low 
budget  costs.  These  three  objectives  do  not  fit 

Present  programs  are  really  a  hodgepodge  of  paymens  lo 
farmers  for  "doing  iliii^gi-''  Tkcasury  checks  go  lo  fivmeis  for 
conservation  ctxt-ahailiig,  indemnities  in  crop  insuianoei  as 
disawer  paymeniSi  for  reilrii^  land  from  production  and  as 
inoociemiplfuienL  In  addition,  when  fiwnep  default  on  OOC 
^^■Wntnfffny  loans  ihe  gD^^emntent  has  Issued  stiD  anoiiier 
cnecK  10  tne  onner  patunpaiing  a  ataaiMiiiai  pomon  oi  tne 
nploiiop  in  fctm  piqgpare  cost  has  been  defaults  on  loam  If 
ifaedevoiBCsoftafgHlng<reseriouSttheywfllneedio''taiget*' 
die  use  of  OOCIoans  and  die  (Xher  policy  loob  used  10  adminis- 


The  1985  data  also  shows  that  over  half  of  die  frnns  wid)  high 
debt— those  widi  debtAnei  ntfos  over  .4  paitidpaMd  in  the 
progijms  and  received  paynwitt  averaging  about  I13J00O  per 
panicipant  Over  half  the  liigti"debt  nnns  receiving  paymeiM 
also  had  Mgattve  cwh  flows  In  I9gUn  total  Mgh<lebt  fiams 
luxlved  about  two  lUUis  of  total  paymcoB. 

tai  oonmst,  appraodnMely  one  foutih  of  the  frnns  with  low* 
erornodebi  with  debt/asset  ratios  less  than. 4— partidpanil 
Their  areiage  payment  was  I9j00a 


1)ttsetii«  b  Tlie  Iflint  Bumper  Stkker 

DtanR.  Kbckntt 

Pnsutm 

Autthcun  Rt^fH  Bi0WtHi  Bntmion 

TYie  t25  phis  billion  of  fxleni  farm 
program  spending  for  fiscal  1986  has 
once  og^in  refocused  political  atten- 
tion on  the  distribution  of  fsderal  ben- 
efits to  farmers.  Ihose  who  adrocae  die 
ta^gctii^  of  benefits"  to  farmers  "^who 
truly  need"  diem  ignore  die  basic 
problem  wid)  polidcal  sohMions  10  farm  problems. 
Midcal  sohMions  are  generallzadons  aimed  at  die  "grand 
i  farmer."  Any  grand  aversige  by  definition  means  there 


In  shifiing  farm  programs  away  from  direct  inooroe  subsidies 
10  assofied  ptqfnxnB  lo  faiiueis  for  "doing  things"  ifoout  pro- 
duction thai  constituK  the  federal  fann  program  operationB, 
Congress  and  polkymaheES  should  not  be  00  afaamed  diat  ooot 
esateed  and  benefits  lend  10  be  skewed  toward  where  die 
prodti^wn  taioes  plaoei 

The  banle  cry  of  govenmient  spcncfing  refcraiefs  has  for 
years  been  lo  target  die  Iruly  needy."  tf  diis  atandard  were 
applied  10  the  Sodal  Security  recipients  the  htidgrt  problem 
wouU  Ailrel.  since  many  or  die  ehletly  are  not  truly  needy. 
Student  kMm  were  "icutgiitd"  ■>  die  mdy  needy  and  die 
proposal  was  <|uiclJy  mcMMftl  TlienetwortieHglbilityiestof 
die  "means  test!' to  too  hot  a  potao  for  Gongreao*  becauae  It  is 
the  midtfc  and  upper  midtfc  daases  that  produce  the  wcidih 
that  Congress  Hks  10  redtoitfouK,  pan  of  which  goes  back  10 
diese  groupCk  TvgEili^  piqgpare  brncflis  away  from  diese 
groups  would  be  the  mocol  equivalent  of  biting  ilie  hand  that 
feeds  ft.  This  to  why  Uedkare  subskies  snd  Sodal  Security 
chedtf  flow  B>  35  asWion  Americans^  only  a  portion  of  whom 
are  Inily  needjr."  Thto  cyde  win  never  be  broken  by  a  Con- 
gress oiganiaed  for  dtanfautiitg  special  Inaereot  bencflBk  ^'hife 
taking  from  diese  who  produtc 

TkfgBting  farm  progtwn  beneflto  wdl  get  a  lot  of  diaotMion, 
becauae  k  to  die  laest  Iwaiper  sdcket^  policy  prapooaL  But 
when  die  dust  aekles  polkidana  of  bodi  pottftei  wil  shy  away 
from  taking  beneflto  away  from  "less  needjr  flnaen**  in  order  10 
give  them  ■>  another  grotip  of  "more  neet^  fat'tnua. 

fa)  short,  there  are  plenty  of  ways  10  taiget  but  my  gpMas  to  that 
die  pottdcal  win  lodo  ft  win  be  miaikig  when  fts  dme  tooNini 
die  voKs.  If  die  new  Congress  |ust  has  lo  "do  oomeddng"  to 
help  fiamers,  ft  dnuU  stay  die  couiae  on  die  1985  Ann  BUI 
and  not  be  oo  shocked  that  thto  law  that  passed  the  Democroi- 
conirofled  Houoe  by  a  3«>-l  maigin  comakis  some  of  die 
easential  features  for  afcning  U&  %ricuhure  amue  k)ng«nn 
>  dtpendenoe,  not  govcroraent  <f 
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lOOCh  Congress 


DanGkkman 
Dtnocmlc  Oonffftsnon 


Tugedng  Cum  pragnun  piyuicivs  is 
an  ida  whose  time  has,  flraiBy,  oome. 
Hnt  seriously  proposed  during  the 
1985  Rum  BiO  debstt,  those  wempts 
were  unsuccesiful  because  they  were 
poUtically  piemahire.  While  the  iiad- 
leciual  case  kx  taiyting  had  been  es- 
tablished, thefewfitrm  imerests  suppoiting  taiyting  then  did 
so  KpkUy  and,  in  the  case  of  die  House  debsK,  on^  when  H 
was  linked  to  the  maricecing  loan.  lYie  %riculiure  oommuniiy 
in  general  turned  ks  poiHicai  cnefgy  10  bating  btdc  die  Reagan 
AtkuinisirBiion's  agenda.  Ironically,  the  measure  of  lis  success 
in  doing  so,  the  125  billion  phis  spent  on  commodity  pragiams 
ki  fiscal  year  1986,  is  laigely  respon8«)le  far  creadng  die  poUti- 
cd  "critical  mass**  which  has  put  lacgeiing  si  die  lop  of  die 
^rtcuiiural  i^genda  in  die  lOOdi  Congress.  Bven  a  limiKd  at- 
tempt 10  comply  with  the  Grsmm-Rudman  budget  balancing 
bilwill  require  that  afi  apendh^g  cMcgorits  of  gpweniraent  be 
reduced  unless  the  President  and  the  Got^grcss  i^gree  lo  raise 
revenues  as  a  way  K>  meet  dwse  tatgets.  If  itgrioikursl  pro- 
gnaas  are  on  the  chopping  block,  tafgcting  be  nriks  means  that 
dioie  who  need  the  progrinn  benefiBwdl  sufler  the  leasL 

Urtian  Memben  who  have  been  vlisl  lo  the  uriMwund 
ooaSikn  which  has  rescued  %Ficuliure  fiom  the  budget  as- 
sauks  of  the  past  ste  irars  are  bracing  far  yet  anodier  round  of 
I  cuts  10  programs  vlisl  ■>  their  constimendes.  So 
y  has  the  increaiin^y  negative  bati^ge  of  publicity  be- 
^  dial  on  die  same  <kqr  dwse  Members  are  asked  10  roie  in 
fipor  of  bnnspendta^meaniiig  reducing  monies  available  10 
dwlr  dtattiois.  It  is  not  unUseiy  dm  diey  wffl  hare  read  yet 
anodier  SKxy  demonstrating  how  the  Hon^  share  of  paymenB 
0D 10  the  bagesi,  and  aiguably  the  leM  In  need,  pcoduoen,  not 
die  bmSy  fiamers  far  whom  they  voMd  In  the  past 

Ihe  iQgredleni  miislng  from  wtt  1985  Item  Bdl  ddbttt 
whfch  kept  mainstream  %ficufcure  from  suppofling  taigeting 
m  pveaent  n  apunoanoe  toaay:  pcwaicsi  neoessiy.  laqgeuQg  is 
pwJprsble  lo  retrenchment  In  deffnae  of  csdsiing  piugiams 
which  cn|oy  declining  suppoit  even  among  fivmers,  lo  s^^ 
noddqg  of  die  9cmk%  lelveneis  of  %ricukure*s  polidcal 
altea.  Abo^  tatgoing  is  prefenble  «>  anempis  SI  a  wholeaale 
icwilK  of  the  1985  item  BIB,  especially  since  the  most  louBd 
alMsnatlwes,  either  a  aevere  drop  in  target  prioes  or  sti(  manda- 
loty  production  controls,  are  deeply  divisive  and  there  exists 
onqr  a  narrow  window  of  polidcal  opportunity  prior  lo  die 
lodoeyi^g  which  wID  aooompany  the  1968  presidenilal  csm- 
-•fgns.  In  addkton  10  its  poikicsl  appeal  at  diis  moment,  die  two 
ok*^  ditniiiswl  farms  of  tatgedng  income  suppoit  payments 
UP  'it  imminent  policy  sense. 

to  1985i  ackfocsKS  of  tatgedng  pushed  propossli  which 
wouU  have  tieied  inoaflKSuppocii.  By  so  doing,  some  produc- 
ers, die  smallest  and  medhaiKalaed  in  Kims  of  producdoa 
would  have  receded  die  nuDdmum  lewd  of  paymems  on  si  of 
dwir  pvoductton.  Hie  h^gest  frmns  wouU  bare  receired  suc- 
oessivdy  MnslVT  paynxivs  per  unit  of  production.  IMs  sp- 
praadi  10  targeting  presumes  that  production  is  an  aoouraK 
gauige  of  economic  need  and  woidi  of  receiving  fcdeni  help 
and  that  smaller  producers  shodd  be  kept '^whole"  in  compari- 
son 10  die  declining  leveb  of  deficiency  payments  made  on 


A  xviind  iippruach  huki^  thai  ah  uppoicU  lo  laneiing  per* 
farm  production,  income  support  paymemsdiould  DC  laywd 
lo  national  production.  Boreaample,  as  opposed  10  paying  on  a 
farm's  wtal  production,  a  farm  would  rpoeire  income  suppom 
only  on  thai  production  comroensuraK  wid)  the  farmli  praptv- 
tion  of  total  domestic  need.  Production  in  cacw  of  wM 
amount  wouU  not  be  ellgUe  for  income  suppoit  payaaoHk 
and  wouM  also  not  be  prewemed.  As  Congress  teamed  Mriyia 
1986,  in  revising  die  socaOed  5(^92  opdon.  uses  of  hud  whidi 
presumably  m|gnt  be  free  of  progtam  crops  under  audi  a 
program  are  extremely  controvertfsL  in  addUon,  this  t^ 
proKh  wouU  sdD  lend  lo  Amnd  die  higea  paymems  lodie 
bfgesi  producers. 

Vhile  any  farm  of  laigedng  to  not  wldioui  diawbadB  and 
oomplexitiesi  Ibw  would  aigue  that  the  prescn  pragnn  to 
flawless  eidier.TtegetIng  to  being  IncoipoiatBdiHiodKlcaluuu 
of  even  the  mainsuesm  farm  groups^  a  hcsiiening  sigtai  ■> 
duseof  us  who  firmly  believe  in  IB  mertB.  For  It  toiodiemdHi 
diose  of  us  who  have  carried  die  conceptual  baB  in  the  IM  few 
years  must  now  kx)k  far  die  answers  10  die  probknns  of  deorii 
of  implementation  and  adminisiradoa 


Congress  Lads  A  Clear 
on  Run  PoHqr  Gods 


Mwaor 

Agfta<fa<naflwaiiaraar 
CMtarrf^  <^Gal||brpiA(  AbSl 

Subsidtes  or  income  tramfers  hare 
been  an  Iraegral  paat  of  US.  farmni^ 
grams  since  die  1990's;  only  die  fatm 


kig  faim  producttvfty  !■§  nnlMd  la 
eaoeas  %rtaibuni  praducMoB  and  » 
prices  deemed  unaoo^ttble  bf  ■omb 
snd  their  ctecwd  oAdali  Hie  ntponK  laB  been  BHiBkrs 
devise  vokaaary  programs  lo  ooax  fisBKii  lo  tBduoe  dHlr 
buigeoniiig  proAicilon  as  a  means  of  laialqg  finn  prioes  and 
incomes  ■>  leveto  shore  what  the  i  * 
provkle 

Since  program  I  _ 

fanners  on  die  basto  ofouiput,  k^  no  reretatan  10  iaidBi  die 


primsry  redplenB  are  the  larger, 
pnxhice  most  of  die  ^Br^cukurdouqML  Bor  cample;  ki  I9H 
1.6  mdUon  U&  fivms  or  70  percent  of  die  uri  could  be 
dassified  as  lan' jniaf  or/orr  tfnr  (less  dan  MOUOOO  flksl 
They  aooounKd  for  10  percent  of  die  cash  sales  and  roukyd 
1 1 3  percent  of  government  farm  paymeflB.  Al  of  dieir  piMklai 
housdioU  income  was  derived  from  iionfliB  touNBibODi^ 
versely,dieodier30peroen^--roughly700yOOOiBaHuiuukt 
what  ttdfft  be  called  the  oommerdai  finn  §BOot.  Of  ddi 
commercial  grouf^  about  one  haV  could  iiSI  beoOMldend 
refadvdy  smal  farms  (sates  of  flOgOOO  10 19959^  lUs  fl 
acoounB  lor  only  16  peroent  of  farm  aalei;  leoekPCi  22  p 
ofihegowemmentfaimpymeias,andeanBOBawer^gi 
QQ  percen  oi  oieir  nousenou  income  ntom  uonami  a 
As  a  group,  dne  smaOer  fanners  are  dedkikig  ki  a 
partly  becauK  they  are  not  large  enough  to  oompeKwididielr 
htger,  more  ffilfifiK  neighbors. 
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prululily  indK Jtiw  kA  wIui  Uk-  L  .S  larin  m/c  iiKunic  JiMriixi 
lion  will  be  in  10-15  years.  The  tvry  smalt  quasi-fiums  aie  also 
70  percent  of  die  total  number  but  account  for  only  3  5  percent 
of  the  sales  Ten  percent  of  the  fums  foil  in  the  smail  category 
(S40j000  to  199599  sales)  and  represent  4.4  percent  of  total 
bnn  sales.  Ihus.  California  £mns  with  sales  above  IIOO/XX) (20 
percent  of  total  farms)  produce  about  92  percent  of  the  a^icul- 
lural  output  Again,  prograni  benefits  are  roughly  proportional 
looutpuL 

dearfy,  if  the  main  intent  of  commodity  programs  is  to 
pCKWide  income  suppon  to  the  very  smail  and  smail  family 
farms,  then  the  programs  are  well  off  their  marie.  But.  if  the 
intent  is  10  target  the  payments  to  those  farmers  that  have  the 
most  potential  to  reduce  surplus  capacity,  the  aim  is  better. 
Pajftncn  Umiiaiions.  even  if  strictly  enforced,  will  simply  limit 
participation  by  the  farmers  produdtig  most  of  the  output  md 
Gontribuie  linle  to  solvir«  the  cwersupply  problem.  In  reality, 
preoccupation  wUh  payment  limitations  by  Congress  reflects  a 
bdc  of  a  dear  consensus  on  farm  policy  goals. 

Continuii^  the  present  policy  course  raises  an  important 
question:  how  resolute  wiU  Cor^gress  and  the  U^  taxpayers  be 
in  paying  commercial  farmers  for  the  removal  of  excess  do- 
mestic  production  when  much  of  the  rest  of  the  world  is  also 
producing  ai  surplus  capacity.  Increased  productivity  growth, 
patticularly  wUh  recent  bioiechnolGgy  developments  md 
more  on  the  horizon,  is  more  than  Ukdy  10  ofiM  any  increase 
in  demand  from  modest  US  population  gains;  thus,  total  crop- 
tand  needs  sufficient  10  meet  domestic  consumption  will  be 
fiviher  reduced  in  the  coming  years.  With  similar  population 
and  Kchnolqgy  trends  In  otfier  industriallaed  nations  and  with 
iticreasing  aetf-cuffidency  among  many  traditional  impoftit« 
countries,  ctport  markets  offer  no  paneceanoutiet  for  domes- 
dcsupplies.Aooordingly.  if  society  is  neidier  willing  10  continue 
prowidirig  farmers  ever  increasiijg  levels  of  government  pay^ 
ments  nor  K>  accept  considerably  Ngher  consumer  prices,  then 
wercyclty  must  be  dealt  wUh  by  some  otfiermean»-namely 
WKCUffi  the  market 

A  mnsjtion  10  a  maiket-oriemed  itgrtcukure  oouU  be  initiat- 
ed by  amendhig  the  current  program  10  raKhet  down  target 
pitas  ID  loan  levels  (reset  eadi  year  M  or  near  worid  prices) 
wMila  (say)  five  years.  IMs  oouM  be  coupled  wUh  a  more 
anabMouscowetvaflon  reserve  program  10  help  meet  environ- 
aienttl  needs  asvweM  as  cushion  the  income  a(%mmeiMpqiod. 
Aicvlval  of  whole  farm  reiiieiiient  programs  sfcnUar  lo  those 
uaedinifae  1950^sand  1960's,buttatgeMdals^nU»ldmargln- 
ai  fannerB  wouU  abo  provkfe  nraidonal  suppoa  Ror  the  1.6 


Tlien  Target  taieCts 


needed,  must  be  tatgewlai  revitaUzitv  rural  oomtnunities. 
riifOi«h  Job  ooiion  and  impiDwed  sodal  seivkses. 

IdeaDy.  almflar  policy  changes  wouU  be  soi«ht  inlmema- 
tional  n^gotiadons  widi  other  countries  facing  the  same  ovetca- 
padqr  problem.  If  otfier  countries  foOow  our  lead,  the  ad|uK- 
mem  prooeK  win  be  shorter  and  less  pain&il  far  an  concerned. 


^b^d^^' BoadmUz 

US  Senator  from  Minnesota 

A  lot  has  been  said  btely  to  the  dfea 
that  government  farai  program  bene- 
fks  ahouM  be  more  dosely  targeted  lo 
certain  groups  of  farmers.  I  suppon 
that  general  thrxist  because  a  lot  of  our 
currera  fann  expenditures  go  to  peo- 
ple who  donit  particularly  need  die  ad- 
ditional income.  But  I  thit^  it  is  unreal- 
istic  to  expea  dm  modest  steps  such  as  tighaenir«  down  dw 
payment  limit  while  leaving  the  rest  of  die  farm  propam 
unPouchedwinaoooBrylishmuch.ldoubt  dm  It  would  save  die 
government  much  money  or  go  very  far  toward  reducing  die 
mecpiities  among  farms  in  die  disiriMtion  of  program  benefits. 
Ihe  problem  to  dnt  fartners  have  sirof«  incentives  iMKkr 
extating  law  10  subdMde  farms  in  order  10  quaUy  for  mukiple 
payments.  Ihb  preswre  wouU  be  exaoeifaaKd  if  we  tiy  10  do 
greater  targeting  wldiindie  present  farm  program  IhnieworiL  I 
y  niial  anoroeys  would  find  warn  aroun 


i  anoroeys  would  find  ways  around 
any  new  rules. 

My  belief  to  dm  we  must  change  die  farm  prtyani  frame- 
work by  breaking  the  link  between  inoome  suppon  payments 
and  die  myiirenient  dnt  a  program  crop  be  pteaed  Iteiy 
people  refer  ID  dito  as  "deoMplin^-  Once  deooqplk^  to  ac- 
oompltohed.  dien  pnvam  benefits  can  be  tatgeMd  seiMUy 
and  eoectivciy. 

Severri  conditions  nauat  be  met  in  order  for  deooiylh^  10 
work  wcB.  Hrat,  psqmens  should  be  made  aooordirM  10  a 
htotoric  measure  of  base  and  yieM,  bodi  of  whkh  a 


Ihto  approadi  has  a  ma|or  impkcation  for  makk«  iargetir« 
work.  If  a  faraier  received  no  benefit  in  die  past,  he  wouM  be 


eltgfote  for  none  In  die  ftaire.  Thus,  ifa  fanner  tried  10  splkiy 
hto  fann  kao  aeverri  uniB  for  payment  purpoaes.  be  wouU 
dtocover  diat  none  of  die  new  farm  wouM  be  el^fole.  They 
had  not  received  pnigtam  benefits  hfatoricaOy,  so  dwy  wQuU 
not  now  be  gnned  die  right  10  receive  payment  TMs  wouU 
remove  die  kioentfwe  10  sbbdMde  teoM  tfid  nute  ft  easier  10 
direa  psqmens  «>  die  desked  redpienis. 

A  second  oondkton  to  dnt  die  fanner  sfaouU  be  ii)le  ID 
receive  hb  kicome  suppon  payment  (based  on  wiMt  he  re- 
ceived ki  prevtous  years)  regMtfleas  of  what  he  ptams  to  die 
I  waUd  be  made  even  if  he  dedded  ID 


S4»a*OKBS 


pfant  nodikifr  Thto  wouU  free  up  die  farmers  10  pfant  what 
makes  sense  ndier  dian  bdtkK  diem  tato  a  govenmiem- 
dknedptandngpaenLCkncmbwdoeiagreaiJobofkiduc- 
tog  fannea  10  pfant  die  fun  amount  aDowdble  on  didr  bases 
r^gardfeas  of  die  market  price.  Thb  sysm  has  mowed  U5. 
^rioikureuncomfanifalydoseiodietypeofoentrBliaedpbn* 
nk«  used  to  die  USSR  Bureaucnis  aiUSCA  «e  no  mote 
<ynlified  10  idl  fannen  what  10  pfant  dian  are  bureaucna  to 
dwKremUa 

A  dikd  oondkton  10  make  decoupUng  suooess&d  to  10  pn> 
vfcJeaddkikepqmentwhfch  win  not  be  reduced  if  die  nMket 
price  afaouU  rise  above  die  ban  raK.  The  fear  dnt  a  payment 
wodd  be  oten  mmf  if  die  price  goes  up  wouU  be  a 
strong  toducement  fx  nnny  farmers  10  continue  produdf« 
die  futt  arnoimt  of  didr  program  cropi  Thto  acKdled ''qiakle 
provision*' allows  fanners  ■>  benefit  from  upward  price  move- 
ments. He  atoxai  got  d*  to  die  1985  item  BO.  I  knoduoed  k 
to  die  SenaK  and  k  was  to  die  SenaK  vctsfcn  of  die  bdl.  but  ft 
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was  dropped  as  a  mandatory  pan  of  the  bill  during  the  House- 
Senate  axiiervnce  comminec  deliberaijoas. 

If  these  conditions  were  met,  k  would  be  strajghdbrward 
and  iastifiahle  to  phase  out  direa  payments  lo  fanners  over 
some  period  of  time.  If  a  farmer  knew  thai  he  would  receive  a 
definite  series  of  declining  payments  over  5  lo  10  yean,  he 
would  be  able  to  plan  hte  farm  operaions  aoconUo^.  Al- 
dKtugh  I  believe  dut  the  government  has  an  obUgaiion  to  help 
farmers  through  several  difficult  transitional  years,  I  do  not 
believe  that  we  should  be  in  the  business  of  making  perpetual 
income  traasfers  to  the  farm  sector.  This  approach  would  serve 
both  the  farmers'  and  the  govemmeni's  interests  during  the 
transition  by  making  the  payments  completely  predkxafale. 

The  farm  bill  I  introduced  with  SenaKX- I>avid  Boren  in  1965 
would  hove  reduced  payments  by  half  over  a  six-year  period. 
After  dot,  payments  wouM  have  become  subfea  to  d«e  discre- 
tion of  the  Secretary  of  Agriculture. 

The  overall  eisa  from  decoupling  the  income  suppon  in 
this  way  wouki  be  to  eliminate  the  productkm  incetK^e  that 
currendy  comes  from  the  taiBei  price  and  d«e  deficiency  pay- 
ments. Itie  present  farm  programs  with  their  incentives  lo 
produce  coupled  with  set  asktes  to  allegedly  control  produc- 
tkxi  remind  me  of  driving  a  car  with  one  fxx  on  d«e  gas  and  the 
odier  on  d«e  brake.  Ybu  can  get  away  with  that  for  awhile,  but 
our  brake  linings  are  getting  thin! 

An  interesting  oonduskxi  from  the  decoupling  concept,  giv- 
en die  current  bw  prices,  is  that  farmers  mie^  chooae  to  lewe 
a  kx  of  land  kfle  if  dtey  were  free  to  do  sa  IMs  becomes  dear 
when  we  realize  that  com  prices  in  much  of  rural  Minnesota, 
for  exanY>le.  are  between  $1.00  and  $1.20  per  bushel  Vet.  die 
vKiMe  costs  of  productkm  are  roqghly  $135  per  acre.  If  a 
fanner  gets  a  yiekl  of  100  bushels  per  acre  at  a  buck  a  bushel  k's 
worih  $100.  so  hell  have  k)st  $35  per  acre. 

Btf.  010*  preseM  prpgnramakes  him  sustain  that  135  kxs  in 
order  o  be  eligible  for  a  deficiency  payment  of  over  $100  per 
acre.  IMs  fanner  would  have  a  $35  increase  in  income  per  acre 
If  he  pfaned  noddng  and  was  sdB  able  o  receive  his  deficiency 
payment  On  lap  of  da.  die  gowenmem  may  weD  save  money 
by  running  ihe  prognm  (hot  way  becwse  dwe  wouM  be  lea 
aucpkM  o  go  under  k)an.  be  sued,  CK. 

So^  fm  acVocadng  a  program  dot  oouU  end  up  taking  a  kx  of 
land  out  of  producikn.  Does  dot  make  aenoe  I  dynk  k  does 
becauae  k  wouM  be  economic  forces  taktaig  land  out  of  pro- 


duQion,  not  an  aibltiafy  govemmetv  pragiani.  In  fact,  this 
change  wouU  make  It  feasible  u  end  annual  acreage  reduonn 
programs  akcgether,  perhaps  lower  laiget  prices  and  rely  atde- 
ly  on  die  conseivatfon  reserve,  k  wouM  aDow  fanners  ID  mike 
a  significant  supply  adiustment  by  dteir  own  choice  and  then 
bring  land  bock  iiMo  production  when  oondklons  kwprowe. 
Such  a  program  would  aHow  for  much  more  cAdent  reaouRK 
use  dun  Is  now  happening. 

Another  point  about  decoupling  the  payments  is  that  ft 
wouM  make  our  domestk:  programs  much  more  compatMe 
widi  free  trade  in  agricukure.  Makkig  diese  changes  wauM 
complement  our  dfons  in  die  blest  tabs  under  d«e  auspices  of 
die  General  Agreement  on  Tirade  and  TM&  ^kx  only  wauM 
our  programs  be  in  die  best  interest  of  the  US  domadaay, 
but  we  would  have  fashfcxied  a  sysKm  of  fcioome  subakles 
whkii  have  no  eisa  on  produafcm  and,  dws,  cause  no  trade 
distonkms.  Moving  our  domestic  policies  to  diis  dkecdta 
couki  well  increase  our  leverage  to  die  G/OT  nfgMlattona 

Now  back  u  targeting  for  a  momenL  k  ian\  hard  ID  aee  how 
targeting  coukl  fan  tato  place  quke  nicely  If  we  can  fira  deooD- 
ple  income  suppow  from  die  need  to  phnt  Only  eahUngfaMii 
couU  quaUy  for  tatgedi«.  New  ones  sknply  woukki^  be  dUl- 
ble  no  maoer  how  or  why  diey  were  created.  The  OKgaed 
fanner  (akxig  wkh  all  odiers)  woukl  be  free  ID  make  the  mot 
efficient  use  of  his  resources  based  on  his  farm's  capabdUei 
and  die  realUes  of  die  naket  (k  is  ntae  o  ddnk  dai.  If  we  are 
goit^  v>  taiga  certain  lAin>ei'i^  for  special  awiwatice,  we  HB  m 
least  jAow  liiem  lo  operaw  efficiently.)  Oti  top  of  ihii^  ike 
tatgned  farmer  woiiM  have  die  cetataxy  of  kncfwkv  he  wouU 
get  a  definke  (afoek.  Usely  a  dedkUng)  aeries  of  pqmemi  oaer 


if  policy  makers  a  fewyears  down  die  road  fek  k  pnidea^iK 
act  of  decoupUng  now  wouU  make  k  carter  o  hawe  OKgaed 
payments  for  a  imaDer  and  more  select  group  of  fanneiB  ki  Ae 
future.  Pethipa  audi  laigHing  ooidd  be  done  aoiel|r  on  Ae 
basis  of  a  means  leu  refadng  K>  income  or  OBKr  fuoOk  Vwe 
don\  decouple  and  liMead  comkiMe  10  noake  p^wem  idttod 
10  bushels  of  current  produciloot  k  woiad  be  mxh  rae 
dAcuk  10  shift  10  any  type  of  means  Mt 

The  policy  changes  IVe  oudkied  woiid  alknr  dK  U&  0001- 
merdal  ag^lcukunl  secur  10  produce  and  DtwrM^  wUfe  pio 
vidhig  needed  economic  stypon  lo  ocjeivlng  fanueii  duriag 
die  transkkxial  years.  ■ 


miw^im 


:.^^^ 


win  die  Real  "Rgnres"  Stand  Up 


in  die  GenKifoU  of  our  fourth  issue  of  CHOICIS  we  pkKsed  "1970"  on  die  wrotig  ikk  inaik  of  die  figures^  This  nade 
the  ptotsed  data  appear  to  cover  die  years  1960  to  1990  Ikaw^ever.diegtaphi  really  rehtt  10  years  197D 10 1985  and  d^ 
how  "BlO'*  Herndon  descrfoed  the  dsia.  This,  we  reprint  the  real  Qguica  wkh  "WAfl^  In  ks  correct  pkne. 
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MARKETING  LOAN  CONCEPT 


THURSDAY,  MARCH  19,  1987 

House  of  Representatives, 

SUBCOMBOTTEE  ON  WhEAT,  SOYBEANS,  AND  FeED  GrAINS, 

Committee  on  Agriculture, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  9:35  a.m.,  in  room 
1302,  Longworth  House  Omce  Building,  Hon.  Dan  Glickman  (chair- 
man of  the  subcommittee)  presiding. 

Present:  Johnson,  English,  Huckaby,  Evans,  Penny,  Nagle,  Jontz, 
Volkmer,  Marlenee,  Roberts,  Emerson,  Smith,  Schuette,  and 
Grandy. 

Staff  present:  Phillip  L.  Fraas,  counsel;  Charles  R.  Rawls,  associ- 
ate counsel;  Vemie  Hubert,  assistant  coimsel;  John  E.  Hogan,  mi- 
nority counsel;  Glenda  L.  Temple,  clerk;  Greg  Frazier,  Timothy  J. 
Galvin,  Bernard  Brenner,  and  Cliff  Humphrey. 

OPENING  STATEMENT  OF  HON.  DAN  GLICKMAN,  A 
REPRESENTATIVE  IN  CONGRESS  FROM  THE  STATE  OF  KANSAS 

Mr.  GucKMAN.  Good  morning. 

Our  first  witness  has  a  little  bit  of  a  time  problem,  Congressman 
Daub,  so  we'll  go  ahead  and  get  started  this  morning. 

Today  we  b^in  the  next  series  of  reviews  of  this  subcommittee  of 
policy  options  on  farm  legislation!  Today's  review  has  to  do  with 
the  concept  of  the  marketing  loan,  and  whether  it  is  or  should  be 
applicable  to  commodity  programs  within  the  jurisdiction  of  this 
subcommittee. 

It  is,  as  most  folks  know,  we  do,  of  course,  use  a  marketing  loan 
in  other  commodities.  And  primarily,  commodities  within  the  juris- 
diction of  the  subcommittee  chaired  by  Mr.  Huckaby,  who  is  here 
today,  and  also  on  this  subcommittee. 

And  one  of  the  concepts  and  subjects  which  ought  to  be  seriously 
discussed  is,  how  that  marketing  loan  has  worked  in  those  com- 
modities, whether  it's  accelerated  exports,  and  whether  or  not  it 
contributes  fiscally  to  any  problems  with  respect  to  the  budget. 

And  this  is  an  important  subject.  It's  one  that  we  toyed  with  for 
a  little  bit  during  the  debate  on  the  1985  farm  bill.  Mr.  Stangeland, 
Mr.  Roberts,  myself  and  others  had  an  cunendment  to  provide  a 
marketing  loan  which  we  did  not  pass. 

So,  today's  hearing  is  to  talk  about  the  concept  of  the  marketing 
loan.  To  hear  from  our  colleague  Hal  Daub.  Then  to  hear  from  the 
cotton  and  rice  producers  who  will,  I  think,  give  perhaps  a  brief 
outline  of  how  well  the  marketing  loan  has  worked  in  their  area; 
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and  maybe  see  whether  there's  any  applicability  to  wheat  and  feed 
grains  as  well. 

Then  we'll  move  on  to  discuss  the  issue  with  other  farm  organi- 
zations. We  have  the  president  of  the  American  Soybean  Associa- 
tion here,  and  I  will  be  particularly  interested  as  to  how  he  be- 
lieves a  marketing  loan  is  or  should  be  applicable  to  soybeans, 
which  may  have  some  inmiinent  problems  relating  to  exports,  pro- 
duction overseas  in  relation  to  other  commodities  under  the  pro- 
grcun,  particularly  com. 

And  then,  finally,  we  will  hear  from  the  representatives  of  the 
American  Agriculture  Movement,  and  the  National  Save  the 
Family  Farm  Coalition. 

So,  this  just  gives  us  a  first  opportunity  to  talk  about  the  subject 
of  marketing  loan,  and  particularly  related  to  how  well  its  worked 
in  the  other  commodities.  So,  we're  pleased  to  be  here. 

Mr.  Huckaby,  do  you  have  any  comments. 

Mr.  Huckaby.  No  thank  you,  Mr.  Chairman. 

Mr.  GucKMAN.  Without  any  opening  conmients,  we  are  pleased 
to  hear  from  you,  Hal.  Also,  if  any  member  has  a  prepared  state- 
ment, it  will  appear  in  the  record  at  this  point.  Thank  you. 

[The  prepared  statements  of  Mr.  Roberts  and  Mr.  Stangeland 
foUow:] 

Prepared  Statebient  of  Hon.  Pat  Roberts,  a  Representativs  in  Congress  From 

THE  State  of  Kansas 

I  want  to  thank  the  Chairman  for  calling  this  hearing.  As  many  of  my  colleagues 
know,  the  marketing  loan  represent  a  bucket  Fve  toted  since  work  began  on  the 
1985  farm  biU. 

As  evidenced  by  its  impact  on  the  cotton  industry,  the  marketing  loan  can  and 
will  work  despite  cost  projections.  Just  as  proponents  of  this  concept  stated:  the 
marketing  loan  provided  an  income  bridge  for  producers;  cotton  became  competitive 
in  the  world  marketplace  by  removing  the  price  protection  umbrella  for  our  com- 
petitors to  hide  under,  the  tremendous  surplus  of  cotton  in  storage  was  greatly  re- 
duced; and  last  but  not  least,  prices  recovered  relatively  quickly  after  the  predicted 
initial  drop. 

I  know  that  critics  will  be  quick  to  point  out  that  there  are  many  differences  be- 
tween the  cotton  industry  and  the  grain  industry.  I  agree.  And,  without  a  doubt,  the 
marketing  loan  kept  some  of  our  foreign  policy  and  budget  folks  worried  and  busy. 

My  point  is  that  the  marketing  loan  did  exactly  what  the  Administration  and 
Congress  signalled  with  the  passing  of  the  1985  farm  bill — establish  a  market  orient- 
ed farm  policy.  I  think  that  if  tiie  marketing  loan  had  been  implemented  for  wheat 
and  feed  grains  last  year  we  would  see  the  result  in  improved  grain  prices  today. 

Unfortunately,  we  are  still  in  the  process  of  becoming  "market  competitive"  in 
wheat  and  feed  grains.  We  continue  to  suffer  from  an  agriculture  trade  policy  that 
responds  more  to  foreign  policy  than  to  the  needs  of  the  farmer. 

If  we  are  going  to  truly  get  market  competitive,  we  need  an  export  policy  that 
treats  ALL  of  our  customers  the  same.  Farm  coimtry  can  not  afford  to  continue  the 
practice  of  attracting  new  foreign  customers  with  fire  sale  prices  and  angering  our 
traditional  customers  by  telling  tiiem  we  don't  want  their  business. 

Yes,  the  marketing  loan  is  a  tremendous  export  weapon.  It  worries  our  competi- 
tors who've  taken  advantage  of  our  U.S.  agricultural  policy  and  greatly  expanded 
the  agriculture  infrastructure.  And,  it  does  raise  budget  concerns. 

However,  if  we  would  take  the  time  to  look  more  than  a  year  or  two  down  the 
road,  I  think  we  would  see  that  the  marketing  loan  can  work  for  the  short  term  and 
long  term  benefit  of  agriculture.  In  short,  Mr.  Chairman,  if  we  had  implemented  the 
marketing  loan  when  we  offered  it  during  consideration  of  the  farm  bill,  I  believe 
we  would  have  set  a  proper  and  market  oriented  foundation  for  long  term  true  eco- 
nomic recovery.  In  fact,  that  choice  still  remains  and  I  would  hope  we  could  make 
that  choice  as  soon  as  possible. 


Digitized  by 


Google 


277 


STATEMENT  OF  ARLAN  STAN6ELAND 
SUBCOMMITTEE  ON  WHEAT,  SOYBEANS,  AND  FEED  GRAINS 
MARCH  19,  1987 

Mr.  Chairman,  I  would  like  to  take  this  opportunity  to  continue  to 
voice  my  support  for  a  marketing  loan  for  wheat  and  feed  groins. 
I  am  sure  that  you  will  remember  that  during  debate  and  writing  of 
the  1985  Form  Bill  I  developed  the  "Stongelond  Marketing  Loan"  for 
grains.  This  Idea  was  only  narrowly  defeated  at  a  full  committee 
meeting.  However,  when  the  Farm  Bill  was  completed  the  marketing 
loan  program  was  included  for  wheat  and  feed  groins.  The  plan  was 
to  be  implemented  at  the  discretion  of  the  Secretary  of 
Agriculture.  I  have  repeatedly  tried  to  get  the  Secretary  to 
carry  out  this  plon  but  with  no  success.  As  a  result,  I 
introduced  legislation  which  would  mandate  a  marketing  loan  and 
have  been  gathering  support  for  it. 

My  bill  "The  Farm  Program  Improvements  Act  of  1987"  would  target 
benefits  to  the  mid-sized  family  form  and  increase  our  export 
potential  for  grains  through  a  marketing  loan  program.  Another 
provision  authorizes  the  Secretary  of  Agriculture  to  offer  formers 
the  option  of  receiving  up  to  92X  of  their  deficiency  payment  If 
permitted  planted  acreage  is  put  Into  conservation  use  and  not 
into  production. 

Through  a  marketing  loon  we  enable  the  U.S.  farmer  to  compete  In 
the  world  marketplace  by  making  commodities  prlce-competltlve 
while  continuing  to  protect  form  income  with  a  fair  target  price. 
By  meeting  foreign  competition  head-on  we  not  only  gain  market 
Shares  but  discourage  competitors  from  continuing  to  increase 
production  and  unfairly  subsidizing  excess  stocks.  The  marketing 
loan  has  been  in  place  for  cotton  and  rice  and  has  proven  to  be 
very  successful.  This  Is  a  plan  that  con  work  for  groins  and 
merits  consideration  and  support  by  the  Congress  and  the 
Administration. 
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STATEMENT  OF  HON.  HAL  DAUB,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  NEBRASKA 

Mr.  Daub.  Well,  Mr.  Chairman,  thank  you  very  much,  and  mem- 
bers of  the  subcommittee.  It's  a  real  privilege  to  again  appear 
before  your  subcommittee.  I  want  to  commend  your  leadership  and 
give  credit  to  you  and  the  colleagues  you  mentioned  a  moment  ago 
in  your  opening  statement  who  have  had  a  continuing  interest  in 
the  opportunity  to  perfect  a  very  useful  tool,  which  we  refer  to  as  a 
marketing  loan;  and  apply  that,  not  only  for  the  purposes  of  use  by 
rice  and  cotton  folks,  but  as  well  to  wheat  and  to  soybean  and  feed 
grains.  We  think  there's  a  good  opportunity  here. 

Fd  like  to  very  briefly,  in  just  a  few  minutes,  formally  express 
my  interest  in  and  my  concerns  about  the  use  of  this  tool  and  what 
I  think  its  potentied  might  be.  And  I  would  very  much  appreciate  it 
if  you  would  excuse  me  very  promptly  after  my  testimcmy  for  in 
Ways  and  Means  at  this  very  moment  the  201  Fair  Trading  Prac- 
tice, sections  of  the  trade  bill  are  now  open  for  cunendment,  and  I 
do  have  an  agricultural  cunendment  that  I  would  like  very  much  to 
perfect  during  that  time. 

Mr.  GucKMAN.  If  you  choose  to  summarize,  your  entire  prepared 
statement  will  appear  in  the  record. 

Mr.  Daub.  I  appreciate  that,  Mr.  Chairman. 

Marketing  loans  for  wheat,  feed  grains  and  soybeans  can  restore, 
for  the  American  farmer,  his  historical  world  market  shares  for 
those  commodities,  reduce  unfair  trade  with  them  which  has 
ruined  prices,  protect  farmers  income,  and  reduce  Government  pro- 
grcun  outlays. 

H.R.  120,  a  bill  I  introduced  the  first  week  of  this  Congress,  pro- 
vides for  marketing  loans  for  these  commodities. 

A  recent  study  indicates  that  farmer  income  would  increase  $2 
billion  with  this  program,  while  Government  costs  would  rise  $1 
billion.  These  costs  would  be  partially  ofTset  by  lower  storage  pay- 
ments, as  well  as  reduced  Government  progrcun  costs  as  prices  rise. 
However,  I  believe  that  the  additional  costs  incurred  for  marketing 
loans  should  be  borne  out  of  existing  expenditures  rather  than 
adding  to  program  expenditures  and  to  the  deficit. 

I  would  say,  just  to  enumerate  for  you,  if  someone  wanted  to  list 
the  options  that  one  might  look  to  and/or  find  within  the  combina- 
tion of  places,  within  the  current  farm  appropriations  to  pay  for 
this  device  we  refer  to  as  a  marketing  loan,  one  could  look  at  a 
combination  of  EEP,  where  one  could  find  $250  million;  the  Target- 
ed Export  Assistance  Program,  where  there's  a  very  small  amoimt, 
I  agree,  $100,000. 

Taking  a  look  at  your  advanced  deficiency  payment,  as  you 
know,  it  s  a  40  percent  payment  now,  and  if  you  would  move  wat 
at  the  rate  of  10  percent,  you  could  find  approximately  $1  billion. 
Look  at  acreage  reduction,  any  further  increase  in  that,  particular- 
ly if  it  were  com  or  wheat,  would  cunount  to  approximately  $1.8 
billion  worth  of  funding.  You  could  take  a  look  at  your  target  price 
reduction  potential. 

The  total  cost  that's  estimated  for  a  marketing  loan  for  wheat, 
for  feed  grains,  and  for  soybeans  is  approximately  $5  billion  over  a 
3-year  period.  And  that  does  take  into  account,  I  would  like  to 
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point  out  for  the  record,  any  savings  one  may  attribute  to  storage 
cost  savings  over  that  period  of  time. 

Producer  income  is  protected  under  the  concept  because  imder 
marketing  loan  authority  there  is  partial  loan  forgiveness  for  a 
portion  of  the  loan  obligation  while  commodities  move  at  market 
prices. 

Both  cotton  and  rice  producers  are  using  this  concept  with  as- 
tounding results;  rice  exports  up  50  percent,  cotton  exports,  the 
U.S.  share  of  the  world  cotton  market  jumped  from  10  percent  to 
29  percent.  Expected  sales  are  going  from  2  million  bales  last  year 
to  6  million  bales  this  year. 

In  fact,  it  is  working  so  well  for  the  cotton  and  rice  people,  Mr. 
Chairman,  that  perhaps  I  £un  in  front  of  the  wrong  sulxx)mmittee. 
Maybe  I  should  say  this  to  the  Cotton,  Rice,  and  Sugar  Subcommit- 
tee. I  see  Mr.  Huckaby,  as  you've  already  indicated,  is  here  and 
watching  and  listening  with  interest.  They  know  it's  working  for 
them,  and  we  should  be  enlisting  their  help  to  get  the  marketing 
loan  approved  for  wheat,  feed  grains  and  soybeans. 

With  the  new  GATT  round,  Greneral  Agreement  of  Tariffs  and 
Trade  round,  we  must  demonstrate  to  the  world  that  the  United 
States  is  going  to  move  grain.  Either  it  will  move  in  a  fair  trade 
environment  free  of  imcompetitive  practices  or  it  will  move  in  the 
current  environment  of  unfair  trading  practices.  But  in  either  case, 
competitors  negotiating  in  the  GATT  roimd  must  know  that  the 
American  farmers'  grain  is  going  to  sell. 

The  marketing  loan  for  mcgor  commodities  will  be  crucial  in 
international  trade  talks  where  we're  trying  to  get  other  nations  to 
abandon  price  damaging  export  subsidies.  The  marketing  loan  tells 
people,  like  the  French,  that  we're  either  going  to  break  their 
export  subsidies  or  their  treasuries. 

I  don't  think  the  Common  Agricultural  Policy  can  stand  much 
more  budget  heat  before  it  blows  up.  The  marketing  loan  could  be 
the  fuse  we  need  to  dyncunite  the  destructive  policies  of  the  CAP,  is 
a  device,  I  hope,  this  subcommittee  will  adopt,  push  for  in  full  com- 
mittee, and  try  to  bring  to  the  floor  this  year. 

We  don't  have  much  bargaining  leverage,  especially  if  the  ag 
GATT  talks  move  separately  on  a  quicker  track  th£m  the  other 
talks.  There  aren't  a  lot  of  farm  import  restrictions  in  the  mcgor 
commodities  for  our  side  to  bargain  with.  The  marketing  loan  gives 
us  the  big  stick  we  need  for  real  progress  in  those  talks.  It  will  be 
the  best  tool  our  negotiating  tecun  could  have  to  get  rid  of  export 
subsidies  and  other  destructive  farm  trade  practices. 

Mr.  Chairman,  Nebraska  producers,  in  fact  all  producers  in  our 
country,  need  this  policy  change,  and  I  think  they  would  under- 
stand the  importance  of  not  increasing  budget  exposure  in  adopting 
it. 

I  urge  you  and  members  of  this  subcommittee  to  endorse  the  con- 
cept and  consider  ways  to  deal  with  the  early  year  budget  exposure 
that  I  do  admit  will  accompany  it.  It  will  be  well  worth  it  in  the 
long  run,  and  more  them  pay  for  its  early,  front^end  loaded  cost. 

Thank  you  very  much,  Mr.  Chairman.  I'd  be  happy  to  answer 
any  questions  that  you  might  have. 

[The  attachment  follows:] 
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100th  congress 

18T  Session 


H.  R.  120 

To  require  marketiiig  loans  for  wheat,  feed  grains,  and  soybeans. 


m  THE  HOUSE  OF  REPRESENTATIVES 

Januaby  6,  1987 
Mr.  Daub  introduced  the  following  bill;  which  was  referred  to  the  Committee  on 

Agriculture 


A  BILL 

To  require  marketing  loans  for  wheat,  feed  grains,  and 
soybeans. 

1  Be  U  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled^ 

3  That  section  105C(aK4)  of  the  Agricultural  Act  of  1949  is 

4  amended  to  read  as  follows: 

5  "(4)(A)  The  Secretary  shall  permit  a  producer  to  repay 

6  a  loan  made  under  paragraph  (1)  or  (6)  for  a  crop  at  a  level 

7  that  is  the  lesser  of — 

8  *Xi)  the  loan  level  determined  for  such  crop;  or 

9  "(ii)  the  prevailing  world  market  price  for  com,  as 

10  determined  by  the  Secretary. 

11  "(B)  The  Secretary  shall  prescribe  by  regulation — 
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1  ''(i)   a  formula  to   define   the   prevailing  world 

2  market  price  for  com;  and 

3  ''(ii)  a  mechanism  by  which  the  Secretary  shall 

4  periodically   announce    the    prevailing   world   market 

5  prices  for  com.". 

6  Section  107D(a)(5)  of  the  Agricultural  Act  of  1949  is 

7  amended  to  read  as  follows: 

8  ''(5)(A)  The  Secretary  shall  permit  a  producer  to  repay 

9  a  loan  made  under  paragraph  (1)  for  a  crop  at  a  level  that  is 

10  the  lesser  of — 

11  "(i)  the  loan  level  determined  for  such  crop;  or 

12  ''(ii)  the  prevailing  world  market  price  for  wheat, 

13  as  determined  by  the  Secretary. 

14  "(B)  The  Secretary  shall  prescribe  by  regulation — 

15  ''(i)   a  formula  to   define   the   prevailing  world 

16  market  price  for  wheat;  and 

17  ''(ii)  a  mechanism  by  which  the  Secretary  shall 

18  periodically   announce    the    prevailing   world   market 

19  prices  for  wheat.". 

20  Section  201(i)(3)  of  the  Agricultural  Act  of  1949  is 

21  amended  to  read  as  follows: 

22  ''(3)(A)  The  Secretary  shall  permit  a  producer  to  repay 

23  a  loan  made  under  this  subsection  for  a  crop  at  a  level  that  is 

24  the  lesser  of — 

25  ''(i)  the  loan  level  determined  for  such  crop;  or 
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3 

1  ''(ii)  the  prevailing  world  market  price  for  soy- 

2  beans;  as  determined  by  the  Secretary. 

3  "(B)  The  Secretary  shall  prescribe  by  regulation — 

4  "(i)   a  formula  to   define   the   prevailing  worid 

5  market  price  for  soybeans;  and 

6  **&)  a  mechanism  by  which  the  Secretary  shall 

7  periodically    announce    the    prevailing   worid   market 

8  prices  for  soybeans.". 
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Bilr.  GucKMAN.  What's  your  time  schedule? 

Mr.  Daub.  I  have  a  few  minutes,  Mr.  Chairman. 

Mr.  GucKMAN.  You  have  a  few  minutes. 

Well,  Fm  not  going  to  ask  any  questions  except  to  say  that,  I 
think  you  raise  a  lot  of  good  points.  The  one  concern  that  troubles 
me  is  the  fact  that,  recently  we  held  a  caucus  of  committee  Demo- 
crats; and  then  we,  of  course,  have  had  caucuses  on  the  floor  in 
connection  with  the  budget  requirements  in  that  it  looks  as  if  we, 
in  Agriculture,  are  going  to  be  asked  to  take  a  pretty  strong  hit 
this  year  anyway.  And  some  of  the  items  that  you  recommend  as  a 
way  to  pay  for  marketing  loan  costs  for  fiscal  1988  are  the  items 
that  we  were  looking  at  to  take  our  budget  hit,  that  we're  coing  to 
have  to  take  to  try  to  meet  the  requirements  of  Grcunm-Rudman  or 
the  budget  laws. 

You're  an  expert  fiscal  leader  in  this  Congress,  and  I  wonder  if 
we're  forced  to  take,  let's  say,  a  billion  dollar  hit  in  agriculture,  we 
might  have  to  do  things  like,  in  Expanded  Acreage  Reduction  Pro- 
gram or  0/92,  which  I  happen  to  be  for,  a  few  other  things.  And  I 
just  worry  there  won't  be  any  money  left  to  do  anything  else  for 
that  short  term;  and  that  worries  me. 

Mr.  Daub.  I  certainly  share  your  concern,  Mr.  Chairman,  and  I 
can  appreciate  that  a  number  of  these  items  mav  already  be  on  the 
table  for  consideration  for  budget  savings;  and  that  indeed,  agricul-" 
ture  may  very  well  have  to  bear  a  proportionate  share  of  our  at- 
tempts to  get  at  the  Grcunm-Rudman  t€ungets.  I  appreciate  that. 

I  would  say  that  what  the  American  producer  grower  ought  to 
expect  is  a  quid  pro  quo,  that  if  in  fact,  they're  going  to  be  asked  to 
take  some  of  this  budget  reduction,  for  whatever  reason,  they 
ought  to  be  given  something  for  it  in  return. 

It  would  seem  to  me  that  in  working  out  those  numbers,  one 
might  add,  some  partial  movement  toward  the  marketing  loan,  if 
that  might  be  a  compromise,  pay  for  part  of  that  now  and  get  start- 
ed on  a  path  that  we  know  is  working  for  cotton  and  rice.  And  I'd 
submit  to  you,  it's  only  fair,  if  they've  got  it  and  others  don't  on 
the  fiber  side,  we've  got  a  problem;  and  perhaps,  the  way  to  pay  for 
that  is  to  suggest  that  perhaps  they  lose  some  of  their's.  I  mean,  it 
might  only  be  fair.  Since  Newton's  Law  does  not  apply,  and  things 
never  go  down  as  much  as  they  seem  to  go  up  around  this  place,  it 
might  be  appropriate  to  suggest  that  out  of  fairness,  we  don't  in 
fact  go  that  direction,  but  look  for  ways  to  afford  the  marketing 
loan  as  that  trade-off,  be  it  the  target  movement.  But  if  we 
couldn't,  for  excunple,  get  a  trade  ofT  like  the  marketing  loan,  then 
I  wouldn't  be  for  lowering  the  targets  at  this  time.  I  mean,  its  just 
got  to  be  looked  at. 

I'd  certainly  be  willing  to  work  with  the  chairman  and  his  com- 
mittee and  stafT  to  see  u  we  couldn't  find  a  compromise  where,  if 
we  give  up  for  budget  considerations  some  money,  in  return  we're 
going  to  have  to  add,  maybe,  a  little  cost  of  that  and  ask  the  rest  of 
the  Congress  to  give  our  farmers  something  in  return. 

Mr.  GucKMAN.  Well,  we  appreciate  your  testimony,  and  we're 
going  to  listen  to  the  cotton  and  rice  folks  to  try  to  set  a  feel  of, 
again,  how  applicable  this  would  be  to  a  different  kindfof  progrcun; 
mavbe  it's  not  as  different  as  some  might  think.  And  so,  we  will 
look  at  it  very  seriously. 
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Mr.  Daub.  You  know,  Mr.  Chairman,  in  my  committee  we're 
dealing  with  the  unfair  subsidies  that  exist,  and  the  surpluses  that 
creates.  It's  rather  ironic  that  we  ask  our  farmer,  our  producer 
grower  to  set  aside,  for  example,  20  and  then  add  another  15  to 
that  or  maybe  then  go  another  5  or  whatever  we're  thinking  about, 
while  other  coimtries  continue  to  subsidize  without  some  reciprocal 
pressure  on  them  relative  to  those  requirements  that  we  put  on  our 
own  grower,  that  is,  to  set  aside  to  participate  in  the  program. 

And  we'll  hope  that  in  the  final  result  on  the  trade  bill  we  can 
start  putting  some  pressure  for  other  countries,  if  they  continue  to 
subsidize,  to  at  least  commence  to  set  aside  and  use  some  supply 
and  management  tools  to  achieve  the  similar  kinds  of  results  we  re 
hoping  to  receive  in  our  budget  work. 

Mr.  GucKMAN.  Thank  you.  I  know  you  have  to  leave,  but  does 
anybody  else  have  a  question.  Mr.  Huckaby. 

Mr.  Huckaby.  Thank  you,  Mr.  Chairman. 

Hal,  we're  spending  about  $26  billion  today  on  price  supports  for 
the  basic  commodities.  Only  about  2  billion  of  this,  this  year,  will 
be  spent  on  cotton  and  rice;  and  yet,  for  wheat,  feed  grains  and  soy- 
beans, we  find  ourselves  in  a  position  where  things  are  getting 
worse  instead  of  better.  With  all  this  money  that  we're  spending, 
the  inventories  for  these  crops  are  continuing  to  build  inst^d  of  go 
down,  and  we're  losing  market  shares.  Would  you  comment. 

Mr.  Daub.  My  comment  would  be,  first,  that  25  billion  out  of  a 
$1  trillion  12-month  cash  baseline  certainly  can't  be  considered 
welfare  or  any  kind  of  a  handout  to  the  food  and  fiber  sector  of  our 
country.  And  so,  I  think  we  ought  to  set  the  record  straight  that 
we've  got  a  program  in  place  that  isn't  all  that  disproportionate,  in 
my  judgment. 

Now,  with  that  in  mind,  if  we  consider  $25  billion  a  large 
amoimt  of  money,  and  it  certainly  is,  and  we  look  at  the — and  you 
will  know  better  than  I  what  a  potential  $2  billion  storage  costs 
within  the  next  year  or  2  in  terms  of  cash  cost  to  our  ag  budget 

Mr.  Huckaby.  Right. 

Mr.  Daub.  Maybe  something  on  that  order.  It  seems  to  me  we 
ought  to  be  selling  what  we  produce,  and  letting  that  market  have 
more  to  say  about  price;  and  indeed,  we've  seen  some  pretty  good 
results  on  cotton  where  we  actually  see  our  subsidies  commence  to 
move  in  a  narrowing  direction  on  that  budget,  and  the  marketiiig 
loan  is  the  reason  for  it. 

Mr.  Huckaby.  Would  you  also  support  a  marketing  loan  for  soy- 
beans? 

Mr.  Daub.  I  would. 

Mr.  Huckaby.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  GucKMAN.  Thank  you. 

Mr.  Roberts. 

Mr.  Roberts.  Yes.  Thank  you,  Mr.  Chairman.  And  I  want  to 
thank  my  friend  and  colleague  from  Nebraska  for  all  his  help  and 
support  in  behalf  of  this  concept.  As  the  gentleman  knows,  if  Arlan 
Stangeland  is  the  Godfather  of  the  marketii^  loan,  and  the  perscm 
who  really  did  the  work  on  it  will  be  testifying  as  of  later,  Mr. 
Boutwell,  I  guess  I  £un  the  Godprince.  It  got  aibout  halfway  serious, 
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and  when  we  were  about  to  accept  responsibility  I  yield  to  Stange- 
land. 

But  at  any  rate,  you  made  the  statement  that  you're  not  willing 
to  lower  the  target  price  in  regard  to  obtaining  a  marketing  loan.  I 
asked  Senator  Boschwitz  in  hearing  here  several  days  ago,  Tm  not 
sure  I  phrased  it  properly,  that  if  in  fact  the  farmer  received  the 
same  cunount  of  income  coverage  that  he  receives  today,  but  it 
were  on  the  bottom  end,  that  is,  if  we  were  to  become  truly  market 
competitive  and  that  price  went  to  whatever  it's  going  to  do  to 
move  the  grain,  and  he  were  still  held  harmless  with  a  deficiency 
payment  of  about  213,  using  the  example  for  wheat,  would  that  be 
acceptable? 

Obviously,  a  year  or  2  ago  when  we  had  prices  that  were  higher, 
why,  it  would  not  have  been  acceptable.  Now,  we  see  this  slow 
death  kind  of  market  oriented  farm  policy  that  the  administration 
seems  to  be  for,  I  don't  mean  to  perjury  that  except  it's  going  to 
take  us  a  long  time  to  get  there  and  we  can't  afford  that  time. 

If  we  were  in  fact  to  move  the  grain  out,  but  still  hold  that 
farmer  harmless,  and  provide  the  deficiency  payment  for  whatever 
the  budget  would  allow,  not  lower  the  target  price,  say,  this  is  the 
budget  of  the  United  States,  but  you  are  covered  from,  say,  a  $2 
price  on  up  to  wherever  we  could,  say,  cover  it,  and  have  that  por- 
tion of  the  marketing  loan  outside  the  payment  limitations,  would 
you  be  willing  to  discuss  something  like  that? 

Mr.  Daub.  Absolutely,  Mr.  Roberts.  Pat,  I  should  say  to  my  good 
friend,  first,  thanks  for  the  leadership  you're  giving  on  the  market- 
ing loan  concept.  And  the  problem  i  had  to  begin  with  was  very 
much  like  your's.  Perhaps,  as  it  was  frcuned  by  the  question  you 
posed  to  Senator  Boschwitz. 

Now,  in  the  rice  and  the  cotton  programs  there  are  still  floors. 
And  so,  you  have  to  take  a  look  at  what  kind  of  floors  we  would 
want  to  have  if  we  applied  it  to  the  other  commodities  that  we're 
talking  about.  And  if  you  had  some  of  the  concept  of  income  main- 
tenance, as  we  move  the  taraets  downward  anyway  in  the  3rd,  4th, 
and  5th  year  of  the  farm  bill,  then  I  certainly  would  be  very  open 
to  working  with  you  to  figure  out  a  way  to  make  that  device  work. 
It's  a  two-prong  sword;  there's  an  income  maintenance  problem, 
and  then  there's  also  a  forecasting  of  how  quickly  the  outside  world 
markets  would  respond  to  our  more  competitive  ways. 

Mr.  Roberts.  Well,  the  point  is,  I  want  to  get  there  from  here. 
And  the  point  is,  I'm  not  eoing  to  be  in  any— 1  will  not  be  a  party, 
and  I  don't  think  the  gentleman  will  be  a  party  to  simply  lowering 
t€u*get  prices  unless  we  get  export  enhancement  across  the  board  or 
some  sort  of  marketing  loan  protection. 

Mr.  Daub.  We  certainly  agree. 

Mr.  Roberts.  What  about  the  foreign  policy  considerations,  do 
you  think  we  can  ever  sell  this  to  the  State  Department,  I  think 
that's  really  the  biggest  option. 

Mr.  Daub.  You  and  I  certainly  have,  I  think  in  this  interesting 
remaining  year  and  9  nine  months  of  this  administration,  a  much 
better  opportunity  of  doing  that  than  we  had  in  the  past. 

Mr.  Roberts.  I  would  hope,  when  we  first  started  with  the  mar- 
keting loan,  and  Mr.  Huckaby  was  so  successful  in  taking  our  idea 
and  applying  it  to  rice  and  cotton  and  they're  getting  healthy.  The 
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first  people  I  had  the  real  opportunity  to  visit  with  were  the  people 
from  Thailand.  They  said,  what  are  you  doing  to  us?  I  said,  don't 
talk  to  me,  talk  to  Huckaby.  [Laughter.] 

I  would  like  to  say  that  to  all  of  our  competitors.  I  thank  the  gen- 
tleman for  his  leadership. 

Mr.  Daub.  You're  not  going  to  get  the  Special  Trade  Representa- 
tive, Mr.  Clayton  Yeutter  or  others  to  publicly  say  anjrthmg  about 
this  concept.  But  in  the  heart  of  their  hearts  and  the  secret  of  their 
minds,  I  would  bet  you  that  they  would  love  to  go  to  the  negotiat- 
ing table  with  this  device  in  the  new  GATT  round. 

Mr.  Roberts.  When  they  whisper  sweet  nothings  in  the  ears  of 
our  competitors,  I  hope  it  is  marketing  loan. 

Mr.  Daub.  We  couldn't  agree  more,  Mr.  Chairman. 

Mr.  GucKMAN.  Let's  see,  Mr.  Penny  had  a  question. 

Mr.  Penny.  If  I  might,  I  reccdl  a  statement  by  Mr.  Yeutter  a 
short  time  before  he  became  Trade  Ambassador,  that  was  certainly 
an  endorsement  of  the  marketing  loan  approach.  So,  I  think  you're 
right.  In  his  heart  of  heart  he  knows  that  this  would  be  a  way  to 
get  their  attention  quick  and  get  them  to  the  negotiating  table  on 
how  they  can  help  us  deal  with  this  problem  of  more  grain  than 
we've  got  markets  for. 

So,  I  wish  you  well  in  your  efforts  to  persuade  the  Department  to 
consider  the  marketing  loan.  They've  got  the  authority  to  do  it.  It's 
just  a  matter  of  moving  in  this  direction  instead  of  spending  money 
the  way  we're  now  spending  on  a  program  that's  getting  us  a  very 
marginal  increase  in  exports  for  a  very  steep  i^uction  in  loan 
rates;  and  I  don't  think  that's  a  very  good  trade  ofT. 

Mr.  Daub.  Tim,  you  are  accurate;  and  we're  looking  at  a  trade 
bill  that's  got  the  earmarkings  of  a  bipcutisan  bill,  and  indeed,  Con- 
gress is  going  to  require  in  that  bill  a  number  of  very  specific 
things  as  trade  negotiating  objectives. 

And  there  is  an  agriculture  section  in  that  bill  where  we  will  be 
saying  to  our  USTR,  ''We  want  you  to  pursue  these  things." 

I  tlunk  it's  very  important  to  understand  that  with  the  farm  debt 
relationship  and  the  land  value  relationship,  and  the  fact  that 
neighboring  farms  have  different  sizes  and  oifFerent  economic  re- 
quirements to  carry  their  debt,  that  if  you  can  sell,  even  if  it's  95 
cents  at  the  elevator  a  bushel  of  com,  because  that's  the  world 
price  with  the  marketing  loan  in  place,  and  there's  a  target  or 
something  like  Mr.  Roberts  suggested  as  an  ofTsetting  vehicle,  to  be 
sure  that  the  forgiven  payment  of  a  $1.05  to  get  to  $2  or  whatever 
that  figure  might  be  is  in  place,  then  we're  going  to  get  very  recip- 
rocal results  in  trade  negotiations  from  these  countries  tliat  now 
subsidize,  like  France,  and  don't  have  any  set  asides  or  acreage  re- 
duction programs  or  any  other  tools  to  help  control  their  overpro- 
duction. 

I  think  it's  something  that  this  administration  has  just  got  to  do. 
But  I  don't  think  they  re  going  to  do  it  unless  your  subcommittee 
and  your  full  committee  push  this  idea. 

Mr.  Penny.  Thank  you. 

Mr.  GucKMAN.  Any  other  questions  for  Mr.  Daub? 

Mr.  Grandy.  Mr.  Chairman,  could  I  ask  a  question? 

Mr.  GucKMAN.  Yes. 
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Mr.  Grandy.  Hal,  as  you  know,  I  support  this  concept,  and  I 
wanted  to  just  add  one  comment  for  the  record,  based  on  USDA's 
latest  bimonthly  review  of  the  outlook  for  agricultural  exports,  it 
shows  the  forecast  steady  at  26  billion,  but  the  biggest  drop  is  for 
com,  down  4.4  million  tons  to  28.6  billion,  mostly  TOcause  of  large 
surpluses;  forecasters  say  that  continued  strong  competition,  per- 
haps more  intense  tlmn  some  are  expected,  also  is  ofifsetting  gains 
for  grains  and  oil  seeds  brought  by  sharply  lower  prices,  are  export 
enhancement  programs,  and  the  relatively  lower  exchange  rate  of 
the  dollar.  In  other  words,  it  doesn't  seem  as  though  this  is  a 
choice,  it  seems  like  it  may  very  well  be  the  only  choice. 

Now,  having  said  all  that,  I  would  ask  how  you  would  answer  the 
critics  of  the  marketing  loan  that  say,  the  demand  for  com  is  not 
as  great,  the  elasticity  is  not  as  great.  How  long  would  it  take,  in 
your  estimation,  if  we  applied  a  marketing  loan  for  feed  grains,  to 
reduce  the  saturation  problem?  Clearly,  a  longer  period  of  time 
than  it  would  for  cotton  and  rice.  Do  you  have  any  ideas? 

Mr.  Daub.  Of  course,  we  have  a  hangover,  you  know,  I  refer  to  it 
as  a  hangover,  a  carryover — a  carry  forward  against  the  out-take, 
that  is  going  to  mean  a  year  or  2  of  actual  adjustment,  because 
that  carryover  has  got  to  be  absorbed.  But  you  also  have  ahead  of 
that,  the  economic  ministers  of  the  30  coimtries  that  compete  with 
us  on  com,  for  example,  in  a  posture  that  they're  going  to  have  to 
act  on  policy  decisions  well  ahead  of  when  those  prices  might  rise 
automatically. 

Certainly,  the  boards  are  going  to  react  when  that  tool  is  in 
place,  and  give,  probably,  some  degree  of  improved  price  right 
away.  But  it  will  be  a  year  or  two.  No  one  said  this  is  going  to  be 
easy  or  happen  ovemi^t,  but  if  we  continue  to  hear  forecasts  like 
you've  just  put  into  the  record,  and  I  submit  that's  going  to  be  the 
kind  of  forecasts  we'll  get  and  they'll  get  even  worse  because  of  the 
requirement  of  these  coimtries  to  buy  exchange,  to  simply  continue 
on  subsidies,  to  increase  the  ability  to  export  to  buy  currency  to 
manage  their  other  obligations,  things  are  going  to  get  any  better 
without  taking  upon  ourselves  a  device  that  can  cut  through  all  of 
that  and  send  them  a  signal. 

So,  I'm  not  going  to  promise  from  this  idea  that  we'll  see  instant 
result  in  terms  of  price,  but  we'll  be  headed  on  the  right  path  for 
more  profitability  for  our  producer  and  grower. 

I  want  to  make  one  point.  I'll  put  this  in  the  record.  This  is  an 
export  projection,  based  on  statistics  for  1986  of  Japan,  South 
Korea,  Taiwan,  Hong  Kong  and  the  European  Common  Market  in 
terms  of  ag  exports,  nonag  exports,  and  then  they  total  those  fig- 
ures; and  in  the  far  righthand  column  the  percentage  of  ag  exports, 
there's  a  function  of  those  countries  is  listed,  of  total  imports  to 
Japan,  22  percent  is  ag;  to  South  Korea,  22  percent;  to  Taiwan,  23 
percent;  to  Hong  Kong,  13  percent;  to  the  EEC,  13. 

Now,  the  Gephardt  amendment  targets  all  these  countries  in  the 
trade  bill.  These  figures  will  grow  on  your  statistics.  And  the  per- 
centage of  these  countries,  in  terms  of  what  they  buy,  relative  ex- 
change is  going  to  grow.  The  problem  is,  they're  going  to  buy  it 
from  some  other  country,  because  it  will  be  cheaper,  because  we're 
not  in  the  marketplace  at  a  price  that  these  people  can  afford  to 
use  their  currency  to  buy  our  com  or  our  beans  or  our  wheat. 
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So,  I  commend  the  gentleman  for  the  very  accurate  logic  that 
he's  applying,  and  do  indeed  suggest  that  we  better  get  with  it  or 
we're  going  to  get  in  a  worse  shape  than  we  are  right  now. 

Mr.  Grandy.  Just  one  general  question  along  those  lines.  Mr. 
Penny  and  Mr.  Dorgan  were  testifying  before  us  earlier  in  the 
week  about  targeting  as  a  possible  way  to  reduce  budget  exposure, 
and  direct  payments  to  farmers  that  more  clearly  need  them.  Is 
there  a  way  to  marry  the  marketing  loan  with  a  targeting  concept, 
so  that  we  perhaps  reduce  budget  and  make  sure  thuEtt  people  who 
are  participating  are  not  necessarily  at  the  high  end  of  the  income 
spectrum? 

Mr.  Daub.  Tm  stumped  on  that  question.  I've  looked  at  it  very 
carefully,  and  I'd  certainly  be  willing  to  look  at  possibilities  to  tnr 
to  achieve  that.  Targeting  can  sometimes  be  a  pretty  fancy  word, 
and  I  appreciate  that  it  does  send  a  signal  of  our  desire  to  be  more 
efficient  in  how  we  use  the  tax  dollar;  and  certainly  put  help  where 
it's  needed  in  the  ag  sector. 

The  other  side  of  that  is,  and  I  would  be  very  honest  and  must 
tell  you  that  the  discrimination  that  may  exist  between  a  targeting 
concept  is  offered  by  my  good  friends,  Mr.  Dorgan  and  Mr.  Penny, 
might  very  well  discriminate  against  the  irrigated  farmer  as  com- 
pared to  the  nonirrigated  farmer.  I  certainly  their  plan  works  very 
well  for  dry  land  farming;  and  Nebraska  has  a  lot  of  that.  But  I  do 
see  the  potential  for  a  little  bit  of  a  conflict  there.  So,  it's  in  the 
range  of  acknowledging  that  in  my  mind  that  I'm  having  a  little 
tough  time  figuring  out  how  to  do  it.  But  I'm  open-minded;  I  cer- 
tainly would  be  interested  in  looking  at  it. 

Mr.  Grandy.  Well,  I  just  would  say  in  conclusion,  that  I  think  if 
we're  going  to  make  this  concept  work  we  really  have  to  address 
the  budget  issue  and  have  some  kind  of  sound  proposal,  so  it  will 
be  cost  effective  over  the  period  of  years. 

Mr.  Daub.  I  certainly  agree,  and  in  my  testimony,  the  gentleman 
will  remember  that  I  said,  we're  going  to  have  to  address  this 
within  the  confines  of  the  kind  of  money  we're  now  getting^  we're 
certainly  not  going  to  get  anymore. 

Mr.  Grandy.  I  thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Penny.  Mr.  Chairman,  could  I  ask  for  one  minute? 

Mr.  GucKMAN.  The  gentleman  is  recognized  for  one  minutes. 

Mr.  Penny.  I  think  that  is  a  key  issue,  because  if  the  marketing 
loan  is  going  to  be  no  more  expensive  than  the  current  program  or 
hopefully  less  expensive,  I  think  targeting  has  to  be  achieved  in 
some  manner;  and  there's  lots  of  different  ways  to  t€u%et.  Byron, 
Tim,  and  I  have  one  plan.  But  we  did,  during  the  farm  bill  debate, 
offer  an  alternative  on  the  House  floor  that  picked  up  on  Mr. 
Stangeland's  Marketing  Loan  Program;  and  then  t€u%eted  it  by 
providing  a  higher  loan  rate  on  the  first  number  of  bushels,  a 
slightly  lower  loan  rate  on  the  next  quantity  of  bushels,  and  then 
on  the  remaining  bushels  a  somewhat  lower  loan  rate. 

So,  that's  a  different  way  of  approaching  t€u-geting. 

Mr.  Daub.  That's  certainly  a  possibility.  And  there's  some  lati- 
tude there  that  I  think  that  you  have  plenty  of  room  to  look  for 
opportunities  to  finance  the  idea. 
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Mr.  Penny.  It's  also  interesting  to  note  that  of  all  the  alterna- 
tives that  were  presented  to  what  ultimately  became  the  farm  bill 
we're  living  under  today,  that  one  came  the  closest  to  replacing 
this  Farm  Program.  I  thmk  it  was  only  about  20  votes  shy. 

Mr.  GucKBCAN.  Thank  you.  I  really  think  our  witness  has  to 
leave. 

Our  next  panel  of  witnesses  are  our  cotton  and  rice  folks  who  are 
here.  We  have  Mr.  Lloyd  Cline,  National  Cotton  Council.  I  think 
that's  Lamesa,  Texas.  And  we  have  a  gentleman  who  is  no  stranger 
to  this  committee,  Mr.  Bob  Bor,  representing  U.S.  Rice  Producers 
L^islative  Group.  Mr.  Bor,  as  most  folks  know,  was  the  chief  coun- 
sel to  this  committee  for  many  years. 

We  are  delighted  to  have  both  you  gentlemen  here.  Your  entire 
statements  will  appear  in  the  record. 

So,  Mr.  Cline,  why  don't  we  start  with  you,  and  you  may  read 
your  statement  or  summarize  it. 

STATEMENT  OF  LLOYD  CUNE,  CHAIRMAN  OF  THE  BOARD, 
NATIONAL  COTTON  COUNCIL 

Mr.  Cline.  Very  good.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman  and  members  of  the  subcommittee,  my  n£une  is 
Lloyd  Cline.  I'm  from  Lamesa,  Texas.  I'm  a  cotton  producer  out 
there.  This  year  I  have  the  privilege  of  serving  as  chairman  of  the 
board  of  the  National  Cotton  Council. 

The  council's  membership  consists  of  producers,  ginners,  seed 
crushers,  warehousemen,  merchants,  cooperatives,  andf  textile  man- 
ufacturers from  the  Carolinas  to  California,  so  you  can  see  that  the 
National  Cotton  Council  is  a  central  organization  of  cotton. 

Mr.  Chairman,  I  want  to  emphasize  at  the  beginning  of  my  testi- 
mony that  I  do  not  appear  here  today  as  an  expert  in  grains  or  the 
grain  programs.  I  again  emphasize  that  I'm  a  cotton  producer,  and 
that  has  been  my  area  of  work  for  a  number  of  years. 

I  certainly  recognize  that  cotton  and  grains  are  different,  and 
that  what  works  for  cotton  does  not  necessarily  apply  to  grain. 
However,  to  the  extent  that  cotton's  experience  with  the  marketing 
loan  is  useful  in  your  deliberations,  I  am  pleased  to  report  to  this 
committee  that  it  is  working  quite  well  for  cotton. 

In  the  first  year,  the  marketing  loan  offtake  of  U.S.  cotton  is  up 
68  percent,  cotton  exports  have  more  than  tripled,  carryover  stocks 
have  fallen  45  percent,  and  foreign  cotton  acreage  has  responded  to 
our  renewed  cotton  price  competitiveness  by  dropping  12  percent 
from  the  1984-85  peak.  And  all  of  this  was  accomplished  while  pro- 
gram costs  were  falling  29  percent. 

Projections  from  virtually  all  sources  points  to  a  still  higher  off- 
take, still  lower  stock  levels,  and  still  lower  costs.  Even  under  a 
worst-case  outlook,  cotton's  progr£tm  costs  in  the  remaining  4  years 
under  the  marketing  loan  would  decline  to  40  percent  of  what  they 
were  in  1985  and  1986,  the  final  year  under  the  conventional  lo€m 
program. 

That's  primarily  because  some  of  the  1986  startup  costs  were 
one-time  payments,  and,  of  course,  both  our  loan  level  and  target 
price  will  be  systematically  lowered  in  the  program's  remaining 
years. 
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It  is  realistic  to  think  that  producer  prices  will  remain  above  the 
loan,  as  they  are  now,  and  that  cotton's  program  costs  will  average 
between  one-fourth  and  one-third  of  what  they  were  in  the  1985^ 
crop  year,  or  about  $500  million  to  $700  million  annually. 

The  National  Cotton  Council's  economists  calculate  that  under 
the  current  program,  4.8  million  bales  more  U.S.  cotton  will  be  sold 
in  1986  and  1987  than  would  have  been  sold  under  the  previous 
conventional  loan  program.  They  further  project  that,  across  the  5- 
year  life  of  current  legislation,  the  additional  production  and  sales 
attributable  to  the  new  concept  will  total  26  million  bales.  Those 
additional  bales  mean  more  processing,  more  handling,  merchan- 
dising, and  manufacturing.  They  mean  the  purchase  of  more  input 
They  mean  substantially  increased  revenue  for  local  communities, 
the  preservation  of  jobs,  and  a  solid  tax  return  to  the  Federal  and 
State  treasuries,  all  important  factors  in  what  many  call  rural  de- 
velopment. 

In  fact,  council  economists  estimate  that  over  the  life  of  the  cur- 
rent program,  compared  with  the  previous  one,  additional  revenues 
of  $11.5  billion  will  be  generated  for  local  economies.  For  citizens  in 
rural  communities  across  America,  that  means  51,500  more  jobs. 
These  significant  benefits  from  Cotton  Program  expenditures  are 
seldom  acknowledged. 

If  they  were,  the  expenditures  might  be  appropriately  praised  as 
an  investment  in  the  economic  well-being  of  America,  especially 
rural  America. 

Mr.  Chairman,  we  could  not  ask  for  a  program  to  work  any 
better,  any  truer  to  design,  than  has  the  marketing  loan  program 
for  cotton.  We  believe  the  program  has  served  well  the  interesiks  of 
every  s^ment  of  the  American  cotton  industry,  as  well  as  the 
American  citizens  at  large,  and  we  appreciate  your  support  and 
leadership  for  keeping  the  program  intact. 

Thank  you,  Mr.  Chairman. 
-     Mr.  GucKMAN.  Thank  you,  Mr.  Cline. 

Now  we  would  be  pleased  to  hear  from  Mr.  Bor,  and  again,  Mr. 
Bor,  it  is  a  pleasure  to  see  you  here.  Actually  we've  got  you  here, 
and  we  want  to  blame  you  for  all  the  farm  bills  in  the  past  which 
you  helped  us  write,  but  knowing  that  without  you,  tney  would 
have  been  a  lot  worse.  ^ 

It's  a  pleasure  to  have  you  here. 

STATEMENT  OF  ROBERT  M.  BOR,  ON  BEHALF  OF  THE  U.S.  RICE 
PRODUCERS  LEGISLATIVE  GROUP 

Mr.  Bor.  Thank  you  very  much,  Mr.  Chairman. 

It's  always  a  pleasure  to  be  in  this  room  and  these  familiar  sur- 
roundings where  I  spent  some  10  years  of  my  life,  and  they  remain 
with  me  as  perhaps  the  happiest  years  of  mv  life. 

I'm  here  today  to  testify  on  behalf  of  the  U.S.  Rice  Producers 
Legislative  Group  on  the  marketing  loan  program  for  rice,  llie 
group  consists  of  the  principal  producers  of  rice  from  the  major 
rice-producing  States,  and  those  principal  States,  as  you  probably 
know,  are  Arkansas,  California,  Louisiana,  Mississippi,  and  Texas. 

We  are  very  proud  of  the  Marketing  Loan  Program  for  rice  con- 
tained in  the  1985  farm  bill.  It  has  worked  remarkably  well  in  the 
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brief  period  since  enactment  of  the  1985  farm  bill  and  augurs  well 
for  the  future  with  promise  of  major  benefits  to  the  rice  industry 
and  to  the  economy  as  a  whole. 

In  the  marketing  year  which  began  August  1  through  the  begin- 
ning of  this  month,  rice  exports  have  increased  by  some  60  percent, 
60  percent  over  the  same  period  in  the  previous  marketing  year, 
and  it  is  also  anticipated  that  at  the  end  of  this  year,  the  carryover 
stocks  of  rice  will  be  down  a  substantial  amount. 

As  you  know,  the  principal  objectives  of  the  program  are  to  make 
rice  available  on  the  market  at  competitive  prices  so  as  to  encour- 
age increases  in  exports  and  domestic  use,  while  at  the  same  time 
I»*otecting  farm  income.  In  addition,  it  has  the  benefit  of  moving 
rice  directly  into  private  commercial  channels  instead  of  forcing  it 
into  Government  hands  through  loan  forfeitures.  And  finally,  it 
stimulates  the  local  farm  economy  and  provides  an  orderly  transi- 
tion of  the  rice  industry  from  Government  reliance  to  market  ori- 
entation. 

First  a  little  history.  At  the  time  of  enactment  of  the  1985  farm 
bill,  the  rice  industry  had  lost  its  competitiveness  in  world  mar- 
kets, and  Government  stocks  were  building  up  to  unprecedented 
levels.  Exports  historically  accounted  for  almost  60  percent  of  dis- 
appearance, but  had  fallen  to  less  than  50  percent. 

During  the  4-year  period  covered  by  the  1981  farm  bill,  U.S.  rice 
exports  declined  37  percent,  from  3  million  metric  tons  on  a  milled 
basis  in  1981  to  1.9  million  metric  tons  in  1985.  The  U.S.  share  of 
world  trade  in  rice  fell  from  23  percent  in  1981  to  17  percent  in 
1985,  and  imports,  while  small,  grew  rapidly  between  1981  and 
1985.  Imports  rose  from  0.2  million  hundredweights  of  milled  rice 
to  over  2.2  million  hundredweight  and  have  threatened  to  keep  on 
growing  sharply,  due  to  the  large  differential  between  prices  in  the 
United  States  and  world  prices. 

And  why  did  this  happen?  After  enactment  of  the  1985  farm  bill, 
world  prices  fell  precipitously,  while  the  loan  rate  was  maintained 
at  a  constant  level  well  in  excess  of  the  world  market  price.  There 
was  a  weak  world  economy  and  debt  problems  in  developing  coun- 
tries»  and  the  strength  of  tne  dollar  also  helped  to  reduce  U.S.  com- 
petitiveness, but  the  major  reason  was  the  high  level  of  U.S.  price 
support  in  relation  to  the  world  market  price. 

Now  a  few  words  about  the  program  itself.  Under  the  1985  farm 
bill,  the  loan  rate,  first  of  all,  was  reduced  from  $8  a  hundred- 
weight in  1985  to  $7.20  a  hun(hredweight  in  1986,  and  therefore  it 
falls  gradually  to  $6.50  a  hundredweight 

Now  coupled  with  the  reduction  in  the  loan  rate  was  added  the 
Marketing  Loan  Program  under  which  the  Secretary  announces  pe- 
riodically the  prevailing  world  market  price  for  nee.  A  producer 
may  redeem  his  loan  at  the  prevailing  world  market  price  an- 
nounced by  the  Secretary  if  it  s  less  than  the  loan  level,  but  not 
below  a  floor  specified  in  the  law,  and  that  floor  increases  gradual- 
ly from  50  percent  of  the  loan  rate  in  1986  to  70  percent  of  the  loan 
rate  in  1989  and  1990. 

Now  there's  an  added  feature  to  the  Marketing  Loan  Pro«pram, 
and  this  is  a  matter  that  was  added  at  the  insistence  of  Mr.  Huck- 
aby,  and  that  is  a  Marketing  Certificate  Program,  and  that  is,  if 
the  world  market  price,  the  prevailing  world  market  price,  happens 
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to  fall  below  the  loan  repayment  rate,  then  the  law  requires  that 
there  be  paid  certificates  so  as  to  enable  the  rice  to  be  competitive 
in  world  markets. 

Now  as  I  mentioned,  the  exports  have  increased  already  by  some 
60  percent,  the  the  Marketing  Loan  Program,  we  expect,  will  result 
in  restoring  the  U.S.  world  share — the  U.S.  share  of  world  trade  to 
about  23  percent. 

A  white  paper  has  been  developed  by  the  consulting  firm  of  Abel, 
Daft  &  Earley  that  expands  on  the  economic  benefits  of  the  Mar- 
keting Loan  Program  for  rice,  and  that  paper  will  be  distributed  in 
the  near  future.  But  it  concludes  with  specific  statistics  that  the 
Loan  Program  is  far  superior  to  a  program  that  supports  the 
market  price  at  the  basic  loan  level,  and  the  economic  benefits  of 
that  program  are  significant. 

Consumers  pay  less  for  rice.  Exports  increase.  Production  in- 
creases. The  extra  production  stimulates  more  economic  activity, 
which,  in  turn,  creates  additional  jobs  and  tax  revenues. 

There  are  Federal  budget  costs  that  do  apply,  but  the  main  por- 
tion of  those  costs  are  frontloaded  over  the  first  2  years  of  the  pro- 
gram, and  the  benefits  of  the  program  are  mainly — will  be  occur- 
ring over  the  next  several  years,  although  substantial  benefits  have 
already  occurred. 

There  are  a  couple  of  matters  I  would  like  to  add  to  the  material 
that's  cont£dned  in  the  remarks  Tve  said  about  the  Marketing  Loan 
Program,  first  that  the  continued  success  of  the  program,  in  our 
view,  is  dependent  upon  maintsdning  the  payment  limitation  at  the 
same  dollar  and  cents  level  as  provided  in  current  law. 

The  administration's  proposal  to  include  the  marketing  loan  pay- 
ment, the  differential  between  the  loan  rate  and  the  redemption 
price,  within  the  $50,000  limitation  that  currently  applies  to  defir 
ciency  and  diversion  payments  will  defeat  the  objectives  of  the 
marketing  loan.  The  net  effect  is  that  producers  who  are  currently 
close  to  the  $50,000  limitation,  rather  than  redeem  their  commodi- 
ty from  the  loan,  will  forfeit  the  collateral  to  the  Government,  and 
this  will  make  the  Government  the  holder  of  mtgor  stocks  of  rice 
and  return  the  United  States  to  the  situation  as  it  existed  before 
the  enactment  of  the  farm  bill. 

In  addition,  to  obtain  the  benefits  of  the  Marketing  Loan  Pro- 
gram and  expand  on  them,  it  is  necessary  to  have  access  to  market 
opportunities  overseas.  At  the  present  time,  potential  markets  in 
Japan  and  Korea  are  closed  to  the  United  States,  and  Congressman 
Huckaby  has  introduced  a  bill,  H.R.  1253,  the  Rice  Equity  and 
Export  Expansion  Act,  that  has  as  its  purpose  increasing  access  to 
those  rice  markets. 

The  U.S.  Rice  Producers  Legislative  Group  is  fully  supportive  of 
enactment  of  this  bill. 

In  conclusion,  if  the  Rice  Program  in  the  1985  farm  bill  is  contin- 
ued intact,  we  anticipate  it  should  be  an  outstanding  success  story 
for  American  agriculture.  It  is  for  that  reason  that  the  U.S.  Rice 
Producers  Legislative  Group  has  joined  with  other  commodity  orga- 
nizations in  urging  Congress  to  resist  efforts  to  change  the  law  and 
give  the  1985  Farm  Act  sufficient  time  to  work,  so  that  it  nu^ht 
ave  its  intended  impact  in  making  agriculture  more  competitive 
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in  export  markets,  while  at  the  same  time  maintsdning  farm 
income. 

Thank  you  very  much  for  the  opportunity  to  appear  before  you. 

[The  prepared  statement  of  Mr.  Bor  appears  at  the  conclusion  of 
the  hearing.] 

Mr.  GucKMAN.  Thank  you  both  very  much  for  the  testimony, 
and  let  me  just  ask  you  a  couple  quick  questions. 

One,  it  strikes  me  that  the  marketing  loan  may  have  been  more 
successful  in  cotton  and  rice,  because  you  were  talking  about  pro- 
grams, one,  where  the  United  States  was  a  small  player  in  the 
world  markets,  as  opposed  to  a  big  player,  which  we  are  in  soy- 
be€ms  and  wheat  and  com,  and  second  of  all,  the  dollar  value  on 
domestic  outlays,  because  the  amount  produced  is  so  much  less 
than  it  is  in  wheat  and  com  and  soybeans,  meant  that  the  dollar 
amount  that  you'd  have  to  pay  to  pcuticipate  in  the  marketing  loan 
would  be  just  dramatically  less  than  you'd  have  to  pay  in  wheat 
and  com  and  soybeans. 

What  I'm  really  saying  is  that  it's  a  smaller  program  and  we're 
smaller  players  in  a  smaller  program,  and  it  almost  strikes  me — 
I'm  plajrmg  devil's  advocate  now,  so  you  may  want  to  respond — 
that  in  cotton  and  rice,  we  have  devised  a  program  a  lot  like  what 
the  Europeans  have  done  to  us  in  wheat  and  com.  That  is,  they're 
basically  small  players,  and  they  came  in,  and  they're  kicking  the 
heck  out  of  us,  as  a  small  player  can,  but  as  a  big  player  may  not 
be  able  to  do  because  of  tihe  fiscal  impact  of  doing  that  kind  of 
thing. 

I  wonder  if  you  might  have  any  comments  on  that. 

For  example,  I  note  that  the  U  .S.  share  of  the  rice  trade  is  17, 18, 
19  percent.  Soybeans,  we're  about  50  percent.  So,  while  that's 
fallen,  it's  still— we're  talking  about  a  smaller  market,  smaller 
share,  and  smaller  costs. 

Mr.  Bor.  Well,  Mr.  Chairman,  you're  right  that  at  the  present 
time  our  share  is  down  significantly,  but  historically  it's  been  up 
about  23  percent,  and  thars  undoubtedly  not  as  great  as  soybeans 
and  our  share  of  the  wheat  market  and  our  share  of  the  com 
market. 

But  we  are,  we  think,  a  significant  plaver  in  the  world  market. 

The  other  comment  that  you  made  is  that  the  dollars  and  cents 
for  rice  are  far  less  than  they  would  be  for  other  commodities,  and 
that  could  well  be  true,  because  the  dollar  value  of  our  production 
in  rice  is  not  nearly  as  great  as  it  is  in  the  other  commodities,  al- 
though I  will  say  that  the  export  share  of  production,  that  is  every 
bit  as  significant,  the  greater  portion  of  the  U.S.  production  goes 
into  world  markets  and  is  not  consumed  here  in  the  United  States. 

Mr.  GucKMAN.  Mr.  Cline,  do  you  have  any  comments? 

Mr.  CuNE.  Yes.  I  would  just  comment  that  I  simply  don't  feel 
that  cotton  is  a  small  player  in  the  world  production  and  world 
trade  of  cotton.  We  are  one  of  the  major  cotton  producers  in  the 
Nation. 

I  simply  come  back  to  say  that  for  cotton,  it's  worked  very  well. 
The  cost  of  the  program  has  decreased,  even  less  the  first  year  of 
the  program  than  it  had  been  traditionally  under  the  previous 
vear.  So  I  think  if  it  works  for  cotton,  it  would  seem  that  it  would 
have  a  place  in  other  commodities  also. 
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Mr.  GucKBiAN.  Let  me  just  finish  before  I  yield.  I  did  not  ask  the 
question  to  demean  the  cotton  industry. 

Mr.  CuNE.  Yes,  I  understand  that,  but  I  was  trying 

Mr.  GucKMAN.  What  I  was  trying  to  do  is  determine  the  paral- 
lels and  whether,  when  we  explore  the  parallels,  whether  th^  are, 
in  fact,  parallel  or  not. 

We  have,  for  example,  our  competitors  in  cotton  and  rice  are  a 
different  category  of  nations  than  are  our  competitors  in  wheat 
and  feed  grains.  Often  our  competitors  in  the  grains  are  folks  like 
the  Canadians,  the  Australians,  and  the  Europeans,  who  have  tre- 
mendous fiscal  resources  available  to  them,  lots  of  dollars.  You 
know,  they  are  able  to  come  in  there  and  subsidize  like  hell,  and  it 
may  not  be  as  easy  to  do  in  the  competitive  world  as  it  affects  some 
of  our  competitors  in  cotton  and  rice. 

And  that's  why  I  just  asked  the  question.  I  want  to  try  to  figure 
out  if  we  do  have  enough  parallels  there  to  seriously  explore  the 
program. 

Mr.  CuNE.  Yes,  sir.  And  what  I  was  trying  to  do  was  relate,  on  a 
small  basis,  is  it  worth  to  project  on  a  larger  production  and  a 
larger  market,  the  same  type  program  might  work  for  other  com- 
modities also. 

Mr.  Emerson.  Mr.  Chairman. 

Mr.  GucKBiAN.  Yes,  go  ahead. 

Mr.  Emerson.  Would  you  permit  me  just  to  make  a  conunent? 

I  think  that  based  on  the  statements  that  Mr.  Cline  and  Mr.  Bor 
have  made,  we  understand  that  there  is  a  larger,  upfront  outlay, 
but  the  outyear  costs  come  down  dramatically.  And  with  the  mar- 
keting loan,  we  are  sending  the  right  signals,  that  we're  going  to 
produce  and  sell  and  reclaim  markets  and  get  back  to  a  level  play- 
ing field.  Through  the  marketing  loan,  we're  telling  the  world  that 
we  intend  to  be  in  the  ballgame.  That's  the  fundamental,  underly- 
ing principle. 

We  know  that  with  different  commodities  the  cost  is  different 
and  the  mix  is  different,  but  the  message  is  the  same. 

Mr.  GucKMAN.  Well,  I  don't  disagree  with  that.  All  I'm  saying  is, 
in  order  to  analyze  the  situation — and  I'm  going  to  yield  to  myself 
such  time  as  I  have  yielded  away.  [Laughter.] 

That  we  are  dealing  with  different  types  of  nations  in  the  grains 
and  the  production  of  them  than  we  are  in  the  production  dT  rioe 
and  cotton.  And  we  may  be  dealing  with  the  kind  of  nations  that 
cannot  afford  to  do  anything  but  be  hit  very  hard  by  this  competi- 
tive effort,  whereas  in  the  others,  we  may  play  it  differently. 

I  just  want  to  explore  those  things  before  I  go  into  it,  because 
what  I  don't  want  to  see  happen  is  go  into  this  program  as  a  crap- 
shoot,  spend  all  this  money  up  front,  and  find  that  the  Europeans 
do  the  exact  same  thing,  which  they  have  done  in  the  past.  They 
don't  reduce  their  acreage. 

Now  that  may  not  happen,  but  it  at  least  is  something  important 
to  think  about. 

Let  me  just  ask  one  other  question,  and  I'll  vield  down  the  line. 

Some  argue  that  what  we  are  doing  here  is  buying  the  policy  of 
increasing  exports  by  lowering  prices,  and  I  wonder  if  you  accept 
that,  that  that's  what  we're  doing  in  connection  with  the  market- 
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ing  loan— that  is,  we  have— and  is  that  philosophically  the  direc- 
tion in  which  we  ought  to  be  going? 

Mr.  BoR.  Well,  Mr.  Chairman,  we're  not  undercutting  the  world 
market.  We're  trying  to  be  competitive  in  the  world  market.  And 
there's  a  great  difference  between  the  two. 

Previously,  we  were  out  of  the  world  market  because  our  prices 
were  so  high,  and  the  result  was  that  exports  b^an  to  stagnate. 
The  thing  that  you  have  to  remember,  it  takes  a  Uttle  time  to  re- 
capture lost  export  markets  once  you've  lost  them,  and  what  we 
need  to  do  is  send  a  signal  to  the  world  that  we're  going  to  remain 
a  competitor,  and  we're  going  to  be  in  there  competing  dollarwise 
with  everybody  else.  And  this  will  have  the  effect  of  deterring  ex- 
pansion of  rice  acreage  around  the  world,  pcuticularly  in  mose 
countries  which  are  marginal  producers. 

Again,  I  will  say  that  the  wnole  program  is  based  on  bein^  com- 
petitive, and  under  the  Rice  Program — and  I  think  the  same  is  true 
m  cotton — the  Secretary  is  reauired  to  announce  the  prevailing 
world  market  price  for  rice,  and  that's  the  price  at  which  the  loan 
is  redeemed,  and  that's  the  price  which  becomes  the  export  price. 

Mr.  GucKBiAN.  My  final  question,  then  I'll  go  ahead  and  yield. 
What  is  the  target  price  on  cotton,  and  what  is  the  target  price  on 
rice?  That  is,  the  base  dollar  amount  that  the  producer  receives 
that  is  not — that  is  subject  to  the  payment  limitation — is  the 
spread  between  what  and  what? 

Mr.  CuNE.  The  target  price,  first-year  target  price  on  cotton  is  81 
cents.  It  will  be  systematically  reduced  over  the  life  of  the  bill. 

Mr.  GucKBiAN.  OK.  What  is  the  subtractor  in  determining  what 
the  deficiency  payment  is  that  is  subject  to  the  pasrment  limita- 
tion? That  is,  the  marketing  loan  portion  is  not  subject  to  the  pay- 
ment limitation,  right? 

Mr.  CuNE.  That's  correct. 

Mr.  GucKMAN.  OK.  So  what  is  subject  to  the  pasrment  limita- 
tion? What  do  you  subtract  from  81  cents  to  get  your  payment? 

Mr.  CuNE.  The  average  price  of  the  cotton  paid  to  the  producer 
over  the  calendar  year,  the  difference  between  that  and  the  81 
cents  or  the  target  price,  and  as  I  say,  it  reduces  each  year. 

Mr.  GucKMAN.  What  is  that— what  was  that,  say,  last  year? 

Mr.  CuNE.  Last  year  it  was  26  cents. 

Mr.  GucKMAN.  So  the  loan  is  55  cents? 

Mr.  CuNE.  Yes. 

Mr.  GucKBiAN.  And  what  were  you  in  rice? 

Mr.  BoR.  In  rice,  the  target  price  in  1986  was  $11.90,  but  it's  de- 
creased in  1987.  It  goes  down  to  $11.66  and  continues  to  decrease 
through  1990  down  to  $10.71. 

Now  the  loan  rate,  b^  the  same  token,  also  starts  out  at  $7.20, 
and  that  declines  over  time  to  approximately  $6.50. 

Mr.  GucKMAN.  What  I'm  trjring  to  figure  out  is,  do  we  have  the 
same  analogous  program  that  we  do  in  the  grains?  Do  you  subtract 
essentially  the  loan  from  the  target,  and  you  get  your  base  pay- 
ment. 

Mr.  CuNE.  Yes,  sir. 

Mr.  BoR.  That's  right. 

Mr.  GucKMAN.  Then  beyond  that  is  where  your  marketing  loan 
comes  into  play. 
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Mr.  CuNE.  That's  correct;  that's  correct. 

Mr.  GucKBCAN.  One  of  the  things  that  we're  going  to  be  discuss- 
ing later  on  is  the  whole  issue  of  reconstitutions  as  they  affect  all 
of  us — wheat,  feed  grains,  cotton  and  rice — ^and  as  vou  know,  the 
Dep€utment  of  Agriculture  has  sent  down  a  list  of  legislative  rec- 
ommendations that  would  try  to  designate  and  give  some  new  no- 
menclature on  what  constitutes  a  person  and  this  kind  of  thing. 

Have  you  had  a  chance  to  look  through  those  recommendations 
yet,  either  one  of  you,  and  how  it  would  afTect  cotton  and  rice 
growers? 

Mr.  Cline.  Yes,  I  have  had  a  chance  to  look  at  a  greiat  deal  of  the 
cotton  producers.  If  the  program,  as  projected  and  submitted  by 
USDA  is  accepted 

Mr.  GucKBiAN.  Well,  I'm  not  talking  about  changing  the  pay- 
ment limitation  now.  I  am  talking  about  definition  of  person. 

Mr.  CuNE.  Definition  of  person.  Yes,  sir.  I  see  it  also  as  a  change 
in  the  social  makeup  of  agriculture  in  the  country.  It  has  some  r^ 
detrimental  problems  to  cotton  in  the  country. 

Mr.  GucKMAN.  Well,  we  will  have  hearings  on  this  subject  Mr. 
Huckaby  is  going  to  do  the  same  thing.  It's  something  that  we  are 
getting  a  lot  of  pressure  on,  as  you  can  well  imagine,  particularly 
as  we  try  to  reduce  the  budget  proposal,  and  the  perceptions  are  a 
problem  for  us,  so  we  will  need  to  talk  about  that  more  in  the 
future,  certainly. 

Mr.  BoR.  The  one  thing  I  would  say,  Mr.  Chairman,  is  if  there 
are  changes  made  in  the  definition  of  person,  then  it  would  be 
helpful  if  those  changes  would  be  perspective  to  new  reconstitu- 
tions, and  not  affect  arrangements  that  have  been  made  over  the 
past,  and  which  may  have^b^en  in  effect  for  a  niunber  of  years,  and 
which  credit  has  been  extended^  and  obligations  incurred. 

Mr.  GucKMAN.  I  understand  that. 

Mr.  Cline.  Mr.  Chairman,  I  also  concur  that  it  needs  to  be  any- 
thing in  the  future,  rather  than  retroactive  to^mything  in  the  past 

Mr.  GucKMAN.  Let's  see.  Mr.  English? 

Mr.  English.  Thank  you  very  much,  Mr.  Chairman. 

To  pick  up  on  that  very  quickly — and  Mr.  Cline,  both  you  and 
Mr.  Bor,  I,  too,  have  heard  from  my  constituents  a  concern  with 
regard  to  this  new  interpretation. 

However,  it  was  pointed  out  to  me,  and  I  wanted  to  check  and 
see  if  you  could  verify  this,  that  really  this  was  the  interpretation 
of  the  law  up  until  around  1983,  when  we  got  into  the  PK  certifi- 
cate question,  and  that  this  is  pretty  much  the  way  the  law  had 
been  interpreted  by  administrations  previous  to  1983. 

Mr.  Bor,  could  you  elaborate  on  that? 

Mr.  Bor.  Mr.  English,  I  haven't  studied  thoroughly  the  changes. 
I  have  read  them  over,  and  I  will  say  that  that  observation  is  not 
accurate.  The  regulations  that  are  currently  in  effect  have  been  in 
effect  for  a  number  of  years.  I  think  they  may  go  back  to  the  early 
1970's,  and  what  is  being  proposed  is  to  change  the  rules  respecting 
corporations,  for  example,  and  have  a  separate  limitation  estab- 
lished for  the  corporation,  and  then  depending  upon  persons  who 
are  actively  engaged  in  fanning,  and  also  attribute  to  the  persons 
in  the  corporations  a  portion  of  the  payment  that  is  received. 
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Mr.  English.  Well,  Mr.  Bor,  if  you  could  submit  for  the  record — 
since  you  said  you  haven't  gone  over  it,  I  would  appreciate  it  if  you 
would  go  over  it  and  could  submit  for  the  record — Mr.  Cline,  if  you 
or  your  organization  could  do  the  same — specifically  where  it  dif- 
fers from  the  interpretations  that  took  place  in  the  past.  Fm  talk- 
ing about  pre-1983. 1  think  that  would  be  helpful,  Mr.  Chairman,  as 
we  look  at  this  on  down  the  road. 

Also,  I  certainly  think  that  the  marketing  loan  would  be  a  great 
thing  as  grain  is  concerned.  I  have  no  problem  with  pursuing  that 
approach.  But  as  I  understand  it,  one  of  the  problems  that  we  are 
facing  in  grain  would  be— well,  the  major  problem,  I  suppose, 
would  be  the  cost  that  this  would  mean,  the  increased  cost,  as  far 
as  the  farm  program  for  the  future. 

Have  either  of  you  given  any  consideration  to  what  the  cost 
might  be  as  far  as  adopting  this  philosophy,  this  approach  for 
grains? 

Mr.  CuNE.  Mr.  English,  cotton  is  not — ^we  have  traditionally  and 
continue  to  allow  each  commodity,  respect  each  commodity  and 
their  wishes,  and  we  have  not  gone  into  the  cost  of  the  program  of 
grain.  We  simply  are  here  today  testifying  to  the  point  that  it  has 
worked  for  cotton,  it  has  moved  cotton,  it  has  reduced  cost.  Our  ini- 
tial year's  cost  was  not  as  large  as  it  was  the  previous  year's  cost. 
It  is  working  the  cost  down  and  moving  cotton,  and  we  have  not 
studied  what  the  outlay  would  be  for  any  other  commodity. 

Mr.  English.  Mr.  Bor,  you  have  spent  a  lot  of  time  with  the  Ag- 
riculture Committee.  Can  you  give  us  a  feel  on  what  you  think  the 
impact  would  be,  given  your  experience  with  the  marketing  loan 
the  last  year  or  so,  as  to  what  impact  that  would  have,  as  far  as 
grain?  Would  there  be  a  dramatic  increase  in  the  cost  of  the  pro- 
gram for  grains? 

Mr.  Bor.  Well,  Mr.  English,  I  really  haven't  studied  that  situa- 
tion. 

Mr.  English.  I'm  just  looking  for  a  ballpark  figure. 

Mr.  Bor.  I  can  just  say  that  it  is  working  well  for  rice,  that  the 
cost  of  the  program  is  generally  larger  at  the  beginning  of  the  pro- 
gram than  it  is  later  in  the  program,  and  the  benefits  begin  to  in- 
crease in  time.  So  the  first  year  one  would,  at  least  in  the  case  of 
rice,  find  that  it's  probably  more  cost  than  you'll  find  later  on,  and 
fewer  benefits.  Although  the  benefits  thus  far  have  been,  in  our 
mind,  astounding,  because  we  have  had  an  increase  of  some  60  per- 
cent in  rice  exports,  in  just  the  period  from  August  1  until  the  be- 
ginning of  March,  and  we  also  see  that  there  is  a  decline  in  the 
carryover  stocks,  and  those  stocks  are  going  to  work  down  sharply 
in  our  mind  over  the  course  of  the  farm  bill,  down  to  the  figure 
that  is  provided  in  the  farm  bill  as  the  objective  of  the  program. 

Mr.  Engush.  Well,  as  I  said,  I  don't  have  any  problem  with  the 
concept.  I  guess  the  real  question  I've  got  in  my  mind  is  that  if  in 
fact  we  are  brought  under  pressure  to  reduce  that  $26  billion  cost 
that  we  had  last  year,  I  find  myself  wondering  where  we  would 
come  up  with  the  cost  for  adopting  marketing  loan  for  the  grains. 

I  have  heard  at  least  one  estimate  that  indicated  that  might  run 
as  high  as  $3  billion  for  wheat  alone.  I  suppose  corn  then  would  be 
much  greater  than  that.  But  that  concerns  me  just  a  little  bit. 
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I  think  it  would  be  a  great  idea,  I  think  it  would  work.  I  think 
certainly  that  would  get  rid  of  a  lot  of  grain  and  protect  our  farm- 
ers. If  Congress  and  the  administration  are  willing  to  agree  to  that 
kind  of  cost  increase. 

So  I  think,  Mr.  Chairman,  that  is  going  to  be  the  critical  question 
when  we  get  to  it,  is  how  much  it  costs. 

Thank  you,  Mr.  Chairman. 

Mr.  GucKMAN.  Thank  you,  Mr.  English. 

Mr.  Smith. 

Mr.  Smtth.  Thank  you,  Mr.  Chairman. 

Gentlemen,  what  was  the  cost  to  the  government  for  the  market- 
ing loan  and  the  deficiency  pasrment  last  year  for  cotton  and  rice, 
respectively? 

Mr.  BoR.  Mr.  Smith,  this  morning  I  checked  with  the  Depart- 
ment and  they  tell  me  that  for  fiscal  year  1985  the  Rice  Program 
cost  $990  million.  In  fiscal  year  1986,  the  cost  incurred  on  the  Kice 
Program  was  $947  million.  And  in  fiscal  year  1987,  it  is  estimated 
to  be  $998  million.  And  I  haven't  tried  to  analyze  the  figures,  but 
those  are  the  figures  I  was  given  this  morning. 

Mr.  SMrrH.  Do  you  know  whether  or  not  that  was  the  estimate- 
was  that  the  estimate  within  the  1985  farm  bill?  Or  was  it  lower? 
Or  do  you  know? 

Mr.  BOR.  I  do  not  know. 

Mr.  GucKMAN.  Excuse  me.  Does  that  include  marketing  loan,  as 
well  as  deficiency  payments?  That  is  an  aggregate  cost? 

Mr.  BoR.  That  is  an  aggregate  cost. 

Mr.  GucKMAN.  OK. 

Mr.  CuNE.  Traditionally  the  cotton  figure  was  $1  billion — ^fiscal 
year  1987  was  $1.4  billion;  projected  fiscal  year  1988,  $800  million. 

Mr.  SMrrH.  1988? 

Mr.  Cline.  $800  million. 

Mr.  Sboth.  In  1988? 

Mr.  Cline.  Yes,  in  fiscal  year  1988. 

Mr.  SMrrH.  1987  was  1.4? 

Mr.  CuNE.  Yes,  sir. 

Mr.  Smtth.  And  historicallv  it  was  $1  billion. 

Mr.  GucKMAN.  1986  was  about  $1  billion? 

Mr.  CuNE.  Traditionally.  2.1. 

Mr.  GucKMAN.  And  then  1985  in  cotton,  do  you  remember  what 
that  was?  So  the  cotton  numbers  are  coming  down?  There  was  this 
blip  up  and  then  they're  coming  down. 

Mr.  CuNE.  Yes,  sir. 

Mr.  Smtth.  Do  you  know  what  the  estimate  was  in  the  1985  farm 
bill  regarding  cotton?  You  don't  know? 

Mr.  CuNE.  I  don't  have  that  information. 

Mr.  Smtth.  All  right.  I  can  find  out. 

Let  me  ask  you  both,  one  of  the  problems  that  we  are  all  having, 
and  certainly  I  am  having  with  the  marketing  loan  for  much  larger 
programs,  is  the  cost  that  has  been  estimated,  as  one  indicated,  for 
wheat  alone,  $3  billion.  I  have  heard  $2  billion  for  wheat  alone, 
placing  the  marketing  loan  in  place  under  current  circumstances. 

I  understand  that  one  of  the  problems  in  placing  the  marketing 
loan  is  the  fact  that  even  if  certificates  were  allowed,  the  manner 
in  which  the  CCC  accounts,  it's  a  debit  against  the  CCC  each  time 
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a  bushel  of  commodity  is  taken  out,  even  though  we  have  already 

eld — the  govermnent  has  already  paid  those  bushels  that  are 
ing  stored. 

The  marketing  loan  would  work  well,  I  think,  if  that  glitch  in 
accounting,  which  I  see  it  as  a  glitch,  were  removed.  Td  like  you  to 
conunent  on  that,  and  then  if  you  agree,  recommend  how  we  could 
change  the  accounting  system. 

Mr.  BoR.  Mr.  Smith,  in  the  case  of  rice,  there  are  no  certificates 
used  in  the  marketing  loan  pro-am.  It's  authorized,  but  as  it 
works,  the  Department  is  not  makmg  use  of  certificates. 

Mr.  SMrrH.  Well,  make  the  assumption — you  see  what  I'm  trying 
to  say  to  you.  You  either  provide  support  on  the  export  enhance- 
ment side  for  subsidies  for  export,  or  you  bring  your  commodity 
back  into  world  price  on  a  marketing  loan  method,  one  way  or  the 
other,  you  are  bringing  those  commodities  into  competition. 

One  of  the  problems  that  we  have  is  the  cost,  and  if  you  use  cer- 
tificates without  impacting  the  budget,  you  would  do  two  good 
things.  You  would  pull  the  commodity  into  competition;  and 
second,  you  would  do  it  without  cost,  because  we  have  already  paid 
for  the  ^ain  and  the  com  that  are  being  stored,  yet  because  of  the 
accountmg  procedure,  when  you  take  a  bushel  out  through  a  certif- 
icate to  try  to  make  yourself  competitive  in  the  world  market,  you 
have  debited  and  added  to  the  deficit  of  that  particular  year. 

Mr.  BoR.  I  am  aware  of  the  fact  that  0MB  is  charging  an  outlay 
when  the  certificates  are  being  used,  but  it  seems  to  me  that's  a 
form  of  double  counting. 

Mr.  Smtth.  I  agree  with  that. 

Mr.  BoR.  And  I  don't  know  how  best  to  handle  that  situation. 

Mr.  Smtth.  Well,  I  understand  it  was  changed  in  1978  or  some- 
thing like  that,  and  I'm  not  sure  of  my  numbers,  except  that  it's 
just  a  change  in  accounting,  and  as  a  result  of  that,  we  are  taking 
a  surplus  we  have  already  paid  for  and  then  double-dipping  and 
calling  it  a  debit  against  the  deficit,  when  we  take  it  out.  You  don't 
care  to  comment  on  that? 

Mr.  Cline.  May  I  make  one  comment  that  I  think  might  be  help- 
ful in  this  line? 

Market  loan  says  to  the  world  we  are  going  to  be  competitive, 
and  it  has  had  an  effect  in  cotton,  at  least,  of  causing  foreign  coun- 
tries to  reduce  their  production  on  the  same  level  that  we  have. 
True,  the  first  year  there  had  to  be  some  certificates  used,  there 
had  to  be  some  adjustments  made.  But  after  that  year — and  we 
were  able  to  say  to  the  world  we  are  going  to  be  competitive,  the 
reduction  of  production  in  foreign  countries  has  allowed  our  mar- 
kets to  increase,  which  means  that  under  the  old  program  we  were 
putting  cotton  in  the  loan. 

On  this  year's  cotton  crop  it  has  moved  at  a  price  above  the  loan. 
Therefore,  there  are  no  certificates;  therefore,  there  is  no  outlay  on 
a  <XC  loan. 

Mr.  Smtth.  Thank  you. 

Mr.  Chairman,  maybe  we  ought  to  have  the  0MB  up  here. 

Mr.  GucKMAN.  Well,  as  we  explore  this  more  seriously,  we  are 
obviously  going  to  have  to  get  into  how  it  is  treated  fiscally.  I  mean 
that  is  obviously  a  key. 

Mr.  Huckaby. 
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Mr.  HucKABY.  I  thank  the  gentleman  for  yielding. 

Mr.  Chairman,  I  would  like  to  pick  up  on  your  earlier  comments, 
as  far  as  the  similarities  of  cotton  and  rice  with  wheat  and  feed 
grains,  and  whether  or  not  we  see  a  possibility  for  the  success  in 
these  commodities  and  the  others. 

We  produce  about  20  percent  of  the  world's  cotton,  and  much 
less  than  that  of  the  world's  rice.  So  we  don't  control  the  markets 
as  such. 

However,  as  Mr.  Cline  pointed  out,  when  we  implemented  the 
legislation  for  the  marketing  loan,  cotton  was  selling  in  the  high  50 
cent  range.  The  price  of  cotton  fell  to  37  cents  because  we  were 
only  producing  20  percent  of  the  market,  not  50  percent.  But  it  fell 
all  the  way  to  that  level.  And  as  a  result  of  that,  for  the  first  time, 
other  countries  cut  back  their  production.  They  cut  back  sigiufi- 
cantly.  Some  14  million  bales  of  cotton  were  cut  back;  10  m&lion 
from  various  exporting  countries,  3  million  from  PRC,  and  a  mil- 
lion from  Russia.  As  much  as  what  we  produced  in  the  United 
States.  So  for  the  first  time  other  countries  cut  back,  and  that  was 
the  key  to  the  marketing  loan. 

And  once  they  cut  back  their  production,  prices  started  to  rise 
again.  Today  cotton  is  selling  for  above  the  loan,  and  it  is  the  only 
commodity  that  has  done  that. 

Now  this  amazing  turn-around  happened  in  just  1  year.  One  of 
the  secrets  for  it  happening  in  one  year  was  the  fact  that  we  didn't 
target.  We  let  everybody  come  in  and  participate  in  the  program. 
We  had  virtually  100  percent  participation.  Big  farmers  for  the 
first  time  came  in.  And  we  had  large  acreage  reductions,  OK?  We 
had  25  percent  in  cotton,  35  percent  in  rice.  Because  within  our 
model  of  the  farm  bill,  we  established  what  we  consider  ideal  in- 
ventories that  we  want  to  move  toward;  3  to  5  million  bales  of 
cotton,  and  30  to  40  million  hundredweight  of  rice. 

We  got  there  in  1  year  in  cotton.  We  went  from  a  9  million  bale 
carryover  to  a  5  million  bale  carryover.  And  we  didn't  totally  con- 
trol and  dominate  the  markets  like  we  do  on  wheat  and  com. 
That's  why  I  think  it  would  even  work  better  on  wheat  and  com, 
as  well  as  soybeans,  because  we  dominate  those  markets. 

In  rice,  the  program  has  not  worked  as  fast  as  it  has  for  cotton, 
but  it  is  certainly  moving.  For  instance,  when  we  started  the  farm 
bill,  the  carryover  stocks  in  rice  were  77  million  hundredwei^t. 
We  see  them  going  to  60  million  hundredweight  this  year  from  124 
million  with  continued  reductions  in  carryover  next  year.  So  we 
are  recapturing  those  markets. 

And  as  has  been  pointed  out  in  cotton,  in  exports,  we  went  from 
2  million  bales  to  almost  7  million  bales  in  1  year.  The  cotton  cost, 
initially,  the  first  year  of  the  farm  bill  was  $2.1  billion.  We're  going 
to  $1.4  billion  this  year.  Projections  are  $800  million  the  following 
year.  The  last  year  of  this  farm  bill,  the  projections  are  $200  mil- 
lion; 10  percent  of  what  it  was  the  first  year. 

You  have  got  a  high  exposure  the  first  year  because  you  have  got 
to  get  out  there  and  convince  those  countries  that  we're  playing  for 
real,  that  we're  playing  hard  b€dl,  and  that  we  want  to  recapture 
our  markets.  The  key  is  to  leave  that  model  in  place,  so  that  as 
your  prices  rise,  these  countries  won't  again  significantly  expand 
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their  production,  because  they  know  that  we  will  follow  the  market 
down  again. 

Mr.  Cline  and  Mr.  Bor,  would  you  have  any  comments  or  correc- 
tions to  the  statements  that  I  made? 

Mr.  CuNE.  You  have  done  an  excellent  job  explaining  it.  I  would 
concur  with  what  you  said,  absolutely.  You  are  correct.  I  have 
nothing  further  to  add. 

Mr.  Bor.  I  have  the  same  comment  to  make,  Mr.  Huckaby.  I 
think  you  distilled  the  program  extremely  well,  and  I  think  what  is 
most  important  is  that  we  have  to  maintsdn  this  program  without 
change,  because  it  is  important  that  countries  realize  that  we  are 
in  the  market  over  the  long  haul,  and  that  we  are  going  to  remain 
competitive,  and  if  this  sinks  in,  then  we  are  going  to  find  that 
countries  that  have  expcmded  production  are  going  to  cut  back, 
that  the  marginal  producers  are  going  to  disappear,  and  that  we 
wiU  be  regaining  permanently  markets  that  we  had  lost  over  the 
course  of  the  last  several  years. 

Mr.  GucKMAN.  Jerry,  would  you  yield  for  one  minute? 

Mr.  Huckaby.  Yes.  Fd  be  happy  to  yield  to  the  chairman. 

Mr.  GucKMAN.  But  let  me  go  back  to  a  point.  When  we  are  talk- 
ing about  cotton  and  rice,  rice  pcuticularly,  we  may  be  talking 
about  Thailand  that  may  not  have  the  dollars  to  come  in  and  play 
a  war  with  us,  price  war,  the  commitment,  the  will,  the  cash,  the 
hard  currency.  But  when  you  are  talking  about  the  EEC,  they  have 
been  effectively  doing  this  to  us  on  wheat  and  feed  grains,  particu- 
larly wheat,  for  a  while.  So  what  I'm  trying  to  figure  out  is  while  I 
agree  with  everything  Jerry  said,  you've  got  a  program  here  that's 
got  some  stability  to  it,  and  it  has  reduced  C£trryover  stocks,  and 
here  we  are  in  wheat  and  com.  We  are  going  to  end  the  farm  bill 
with  a  higher  carryover  than  we  started  with.  I  know  that. 

But  do  we  have  a  different  world  as  it  affects  these  commodities 
and  a  different  kind  of  competitor  than  we  had  with  commodities 
where  we  are  dealing  in  cotton  and  rice?  That's  the  question.  I 
don't  know  the  answer  to  it. 

Mr.  CuNE.  My  comment,  to  answer  that  question,  would  go  like 
this,  and  that  is  I  thinkjrou  have  to  share  the  reduction.  We  have 
a  world  that^is-^roduciiii^  more  than  we  are  consuming,  and  we 
havej»-^veryone,  I  think,  has  to  take  responsibility  and  reduce 
m:eduction.  If  we  can  send  a  signal  to  the  world  that  they  have  to 
r^uce  production  also,  then  I  think  the  program  will  continue  to 
work.  Everyone  will  have  to  share  in  reduction. 

Mr.  Huckaby.  May  I  ask  one  quick  question? 

Mr.  Cline,  later  on  this  morning  we  will  be  discussing  a  $6  mar- 
keting loan  for  soybeans,  a  bill  that  I  introduced  several  weeks  ago. 
Does  the  Cotton  Council  have  any  objections  to  this? 

Mr.  CuNE.  The  cotton  industry,  traditionally,  as  I  said  earlier, 
likes  for  every  commodity  to  work  their  own  programs.  We  don't 
like  to  get  involved  in  other  programs. 

However,  in  this  instance  a  lot  of  cotton  producers  are  also  soy- 
bean producers,  and  we'd  simply  say  that  we  have  no  objection  to 
the  bill  as  introduced. 

Mr.  Huckaby.  My  time  has  expired.  Thank  you. 
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Mr.  GucKMAN.  Just  one  quick  question.  Those  countries  when 
they  have  reduced  their  acreage,  what  have  they  planted  in  lieu  of 
rice?  Have  they  planted  wheat  in  Thailand,  I  wonder?  Cotton? 

Mr.  CuNE.  I  don't  have  the  answer  to  that. 

Mr.  BoR.  Tm  not  sure. 

Mr.  GucKMAN.  OK.  Let's  see. 

Mr.  Schuette. 

Mr.  Schuette.  Thank  you,  Mr.  Chairman. 

Just  a  couple  of  comments.  I  appreciate  the  statements  of  Mr. 
Cline  and  Mr.  Bor,  and  I  thank  you  for  your  thought  and  your  in- 
sight, Mr.  Chairman. 

I  am  intrigued  by  the  concept  of  a  marketing  loan.  I  want  to 
make  two  comments. 

First,  the  one  made  bv  Chairman  Glickman  in  terms  of  what's 
the  competition  in  the  wheat  and  feed  grain  side  versus  the  compe- 
tition that  say  the  rice  community  had  to  face  in  this  international 
market?  They  may  not  be  analogous,  but  that  is  an  important 
factor,  as  to  the  success  rate  of  a  marketing  loan  when  competing 
with  Australia,  the  Third  World  countries,  Canada,  EC,  what-have- 
you.  I  think  that's  a  question  and  a  point  we  should  study  ftirther. 

And  then  the  second  comment  would  be,  as  our  chairman  com- 
mented, and  also  my  colleague  from  Oregon,  Mr.  Smith,  that  at 
some  time  the  Budget  Office  should  come  up  here,  or  the  OMB.  I 
think  this  would  be  a  very  good  idea  so  we  can  get  a  more  specific 
handle  on  the  costs  involved.  I  think  that  budgetary  considerations 
are  important  in  our  deliberations,  not  just  in  the  Agriculture 
Committee,  but  in  Congress.  So  I  will  be  studying  this  issue  and 
concept  carefully,  because  I  think  it  has  a  lot  of  appeal.  But  the 
budget  side  is  certainly  a  tough  one  for  us  to  deal  with. 

So  I  thank  you  gentlemen  and  yield  back  my  time. 

Mr.  GucKMAN.  Thank  you. 

Mr.  Penny. 

Mr.  Penny.  Thank  you,  Mr.  Chairman. 

I  have  pointed  to  the  success  of  the  marketing  loan  in  cotton  and 
rice  as  an  example  of  what  we  could  do  for  other  commodities  to 
get  back  our  markets  and,  of  course,  other  nations  to  the  bargain- 
ing table.  But  I  do  have  a  few  questions  that  I  hope  you  can 
answer. 

Someone  told  me  recently  that  one  of  the  reasons  we  had  success 
in  the  Cotton  Program  was  that  there  were  weather  conditions  in 
other  parts  of  the  globe  that  forced  or  resulted  in  a  cut-back  in  pro- 
duction levels,  and  that  that,  as  much  as  the  marketing  loan,  had  a 
beneficial  effect  on  U.S.  access  to  the  world  market. 

Can  you  speak  to  that? 

Mr.  CuNE.  There  probably  was  some  conditions  that  were  helpful 
but  I  think  the  real  basis  was  the  marketing  loan,  which  early  on, 
prior  to  any  problems  in  weather  conditions,  had  already  reduced 
acreage  planted  in  foreign  countries. 

Mr.  Penny.  Does  your  organization  have  some  statistics  that 
bear  out  how  much  production  was  lost  on  the  part  of  some  of 
those  competing  nations  due  to  weather  and  how  much  you  at- 
tribute to  the  cutback  that  was  influenced  by  this  marketing  loan 
and  what  they  saw  that  as  doing  to  their  income? 
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Mr.  Cline.  I  don't  have  figures  like  that  with  me.  I'm  sure  we 
could  get  those  figures  for  you. 

Mr.  Penny.  I  would  appreciate  it. 

Mr.  HucKABY.  Would  the  gentleman  yield?  I  have  those  numbers 
right  here. 

Mr.  Penny.  Good;  good. 

Mr.  HucKABY.  In  1985,  the  year  before  the  marketing  loan,  the 
world  planted  33.9  million  hectares.  In  1986,  it  is  29  million  hec- 
tares. These  are  planted  acres. 

Mr.  CuNE.  That  is  a  significant  reduction  in  planted  acres,  so  it 
indicates  the  weather  was  not  the  controlling  factor  in  the  roduc- 
tion. 

Mr.  Penny.  Of  those  29  million,  were  there  a  certain  number 
that  were  lost  during  the  season  due  to  weather  conditions  or  isn't 
that  highlighted  in  the  report?  That  part,  1  would  still  like  to  see. 

I  also  am  interested  in  the  issue  of  Thailand.  Do  you  have,  Mr. 
Bor,  any  specific  data  on  what  has  happened  to  the  volume  of  rice 
that  Thailand  has  been  able  to  sell  in  this  past  year  compared  to 
previous  levels?  I  know  in  your  testimony,  you  indicated  they  had  a 
tremendous  growth  in  their  share  of  the  world  market.  What  kind 
of  effects  did  we  see  in  terms  of  the  voliune  from  Thailand? 

Mr.  Bor.  Mr.  Penny,  I  would  be  very  happy  to  give  the  specific 
figures  for  the  record.  My  understanding  is  that  Thailand  has  not 
lost  any  markets  in  the  course  of  last  year,  that  the  United  States 
has  gained  to  a  large  extent  because  new  markets  have  opened  up. 
Branl,  for  example,  has  offered  extra  opportunities  for  the  exporta- 
tion of  rice.  Because  we  were  competitive,  we  were  able  to  pretty 
much  dominate  that  market.  We  have  also  made  inroads  in  other 
places  but  Thailand  oddly  enough  has  not  lost,  to  my  knowledge, 
exports  in  the  course  of  time  since  the  marketing  loan  program 
became  effective. 

Mr.  Penny.  I  would  appreciate  it  if  you  would  get  me  more  spe- 
cific information  on  what  has  happened  there. 

[The  information  follows:] 
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This  study  was  pripArcd  by  Ab«l,  Oift  ft  Carlty  ter  tfit  ULS.  riot  Mttstry, 
includinf  growers,  miHtrs,  and  companies  Involvod  in  bitematlenal  riee  trade. 
Abel,  Daft  &  Earley  Is  an  economic  consulting  firm  that  ipeciallies  in  food  and 
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markets  and  how  they  are  affected  hy  government  policies.  The  project  team 
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Converrion  FactPf • 

i  cwt  (hundredweight)  ■  100  pounds 
1  metric  ton  ■  22JIM  cwt 
1  cwt  rough  rke  ■  0.7  cwt  milled  rke 
1  buihel  rough  rice  ■  %5  pounds 

Abbreviations 

ALP  Acreage  Limitation  Program 

ARP  Acreage  Reduction  Program 

CCC  Commodity  Credit  Corporation 

cwt  hundredweight 

EC  European  Economic  Community 

ERS  Economic  Research  Service 

FAS  Foreign  Agriculturml  Service 

mmt  million  metric  tons 

PLD  Paid  Land  Diversion 

USDA  United  States  Departir       of  Agriculture 
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Background 

Rice  is  •  crop  of  considerable  Importance  in  the  U3^  partkularly  in  the 
five  principal  sutes  where  it  is  produced.  Lilce  wheat,  it  has  been  an  important 
export  crop,  and  foreign  sales  have  typically  accounted  for  about  (0  percent  of 

total  disappearance. 

The  1973  Rice  Production  Act  and  the  1981  Farm  Act  eliminated  program 
tools  traditionally  used  for  rice  --  allotments  and  marketing  quotas  —  and 
established  a  rice  program  that  was  basically  the  same  as  those  lor  other  grains 
and  cotton.  In  the  1981  legislation  the  minimum  loan  rate  for  rough  rice  was  set 
at  $8.00  per  cwt  and  the  minimum  target  price  at  $10.85  per  cwt  for  the  1982 
crop  with  escalation  in  later  years.  Despite  acreage-idling  programs,  stodcs 
began  to  build  as  yields  rose,  imporu  increased,  and  exporU  declined. 

The  fall  in  rice  exports  was  particularly  pronounced  —  from  93  mililon  cwt 
on  a  rough  basis  in  1981  to  only  59  million  cwt  in  1985.  US.  market  share  also 
declined  from  23  to  17  percent  over  the  %  years.  A  we^  world  economy  and 
debt  problems  of  developing  countries  caused  total  world  rice  trade  to  stagnate, 
and  strength  of  the  dollar  reduced  U3.  competitiveness  during  the  period.  But 
the  major  reason  for  the  decline  in  export  demand  was  the  high  level  of  US. 
price  supports  in  relation  to  world  market  prices. 

In  the  1985  farm  legislation.  Congress  changed  the  rke  program  in  order  to 
make  U.S.  rice  competitive  in  export  markets.  The  law  established  for  both  rice 
and  cotton  what  has  been  termed  a  marketing  loan.  In  effect,  the  new  program 
cut  the  price  support  level  for  rough  rice  from  $8.00  per  cwt  in  1985/86  to 
whatever  price  level  is  calculated  as  necessary  to  enable  the  U.S.  to  export  rice 
competitively. 

The  guiding  philosophy  behind  this  policy  change  was  four^fold.  First,  to 
make  rice  available  to  the  marketplace  at  competitive  prices  in  order  to 
encourage  Increases  In  exporto  and  domestic  use.  Second,  to  move  the  rice  crop 
directly  into  private  commercial  channels  instead  of  forcing  it  into  government 
hands  through  loan  forfeitures.  Third,  to  stimulate  local  farm  economies.  And 
fourth,  to  provide  an  orderly  transition  of  the  rice  industry  from  government 
reliance  to  market  orientotion. 


The  study  examines  the  marketing  loan  program  in  terms  of  its  costs  to  the 
Government  and  Itt  benefitt  to  farmers  and  to  local  and  national  economies,  h 
does  to  by  comparing  the  marketing  loan  to  a  so-called  basic  loan.  For  the 
purpose  of  this  study,  the  basic  loan  calculations  uto  the  minimum  rates  at  which 
loans  are  made  under  the  1985  Farm  Act.  This  represents  a  support  price  of 
$7.20  per  cwt  in  1986/87,  $6J4  per  cwt  in  1987/88,  and  $6.50  per  cwt  for  the 
final  3  years  of  the  Act. 
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The  two  profram  altemativM  are  lUuttrated  in  ttm  fiwt  beJow. 
•Mumptions  dticrftad  in  the  raportt  the  basic  loan  putt  a  floor  under  maiket 
prices*  IMder  the  ntaifceting  ioany  the  govemmant  does  not  support  the  maricet 
price.  The  minimum  loan  repayment  rate  Aown  in  the  Chart  belov  illustrates 
the  essential  feature  of  the  current  programt  prices  are  allowed  to  fall  below 
the  basic  loan  In  order  to  encourase  eiports»  prevent  loan  forfehurest  and 
stimulate  economic  activity  in  and  around  the  rice  Industry. 


RICE  TARGET  PRICE  AND  ALTERNATIVE  LOAN  RATES 
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itt 


Main  differcnctt  betwetn  the  two  program  aliemathrM  art  1 
projections.  Under  the  marketing  loan,  exports  rise  to  95  mIL  cwt  bf  1990/11,  a 
60  percent  increase  from  the  pro-marlceting  lean  export  level  of  99  mlL  cwt  in 
1983/16.  ThU  increases  the  US.  share  of  world  rke  trade  to  the  1970*s  level  of 
about  23  percent.  Exporu  under  the  basic  lean  fall  to  %0  mlL  cwt,  a  level 
representing  food  assistance  and  sales  to  a  few  proprietary  maikets.  Imports  are 
much  lower  with  the  marketing  loan  than  with  the  basic  loon  ahemative. 

Exports  under  both  scenarios  would  be  considerably  higher  in  the  late 
1980*s  if  3apan,  South  Korea,  or  other  countries  relax  protectkmist  rice  policies. 
This  paper,  however,  assumes  no  such  chains. 


U.S.  RICE  EXPORTS 
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Production  iikI  Stocfci 

Divorgont  lovob  of  net  exports  under  tlie  two  eltemetWet  hhpfy  dlfferkv 
productien  and  ttodc  coniequenoes.  Main  oontretU  are  as  foUowtt 

o  Productien  under  the  marlcetinK  ^i^**^  recovers  to  172  mil.  c#t  of 
rough  rice,  while  under  the  basic  loan  it  hovers  fust  above  100  miL 

CWta 

o  Due  to  increased  experts,  stocks  under  the  marlcetinf  loan  are 
drawn  down  dose  to  the  30  sniL  cwt  torget  by  the  sununer  of 
19t9. 

o  Stocks  under  the  basic  loan  scenark)  remaki  ki  the  91«9%  mlL  cwt 
range  deipite  reduced  production. 

o  Under  the  marketing  loan,  harvested  acreage  Is  maintokied,  but  at 
leveb  below  the  peak  of  the  kte  1970*s  and  early  19tO<S. 

o  Under  both  ahemathres,  significant  acreage  IdUng  is  Still  required 
in  1990/91,  but  plantings  under  the  marketing  loon  exceed  those 
under  the  basic  loan  by  more  than  1  million  acres. 


RICE  HARVESTED  ACREAGE 
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r»dtriHmifc|it  com  for  Iht  ■mlMijM  Iqmi  ■ 
I  *o«  for  tftt  bMlc  kM.  MwlBrting  loan  com  Mil  $lt% 
the  bMic  loon  «vcr  the  5-9Mr  ported  bMMMO  incroMod  Afldoi 
loon  poywwwto  aro  not  tutfy  QgiwBt  by  aBinlnotlon  of  paid  Iwi 
ttvii^  on  loon  outlqrt  ond  otorofo  coots*  But  it  It  ~ 
diflcfonoofl  In  coots  oro  iiooNrliy  front-lDndod^  vMi 
or  set  by  tko  oktody  onnouneod  lft7/it  rioo  prog 

the  fomolnlwK  3  yoors  coiforod  by  tlio  Ift5  Farm  Act  oro  sstimHsd  ot  onfcr 
million,  ^>mA  is  loss  Ihanlho  fa»7  iimon  of  addltlowal  JodwaltM  ryw 
that  tho  maifcotlna  loan  iwioratos  In  Ifcat  3«yMr  aariod.  li  adiHisn,  ndiat 
the  tima  frama,  diaso  dtfforanoas  In  Ftderai  budtpat  caots  mmt  ba  viawcd  In 
relation  to  varyinf  local  economic  benefits  of  the  alteniativa  prafrsins.    These 
benefits  are  discussed  In  the  next  section. 


1997 fU  rice  prograaik   DliloiBnBSi  la  cottjgf 
rjtm  IW  Farm  Act  era  sstimatad  at  anbr  SOJ 
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ADDITIONAL  FEDERAL  COST  OF  MARKETING  LOAN 
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Eii9CU  on  Local  Economic  ActhrJty 
Total  difiorontiol  offocti  of  the  mikctintjoon  on  locol 


•ctWIty 


5-¥0T  period  arc  ttlmotcd  to  be  SI  J70  miilion.    in  contrait  to  tfic 
M  in  cott,  however,  thett  benef iu  are  keaviljr  bodc-looded,  with  almost 


over  the  , 

dilfe 

SO  percent  of  them  materializing  in  the  last  3  years  of  the  period.     The 

additional  acthrity  stemming  from  the  marketing  loan  is  Uceqr  to  be  of 

considerable  Importance  in  rice-gro«fing  states  as  it  significantly  amelioratas  the 

farm  credit  problem  and  aids  generally  depressed  rural  economies. 


Benefiu  of  increased  rice  production  under  the  i 
the  farm  level  to  rice  milling  and  export  operations  and  to  agricultural  input  and 
supply  industries.  Revenue  losses  from  rice  are  experienced  by  owners  of  grain 
storage  facilities  due  to  declining  levels  of  stocks  under  the  maifceting  loan 
program  and  assuming  that  no  alternative  use  develops.  Farmers  are  clearly 
better  off  under  the  marketing  loan  program  than  they  would  have  been  with  the 
basic  loan. 
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AMTiatt  Economic  Iwptct 

Diroct  oconomic  iwpocti  of  h%hor  production  ond 
morlcoting    loon    ore   quitt    rignllicont   vlion    one   com' 
concontrotod  noture  of  the  U3.  rice  induttiy  ond  iti 
communitiei.    But  one  con  olao  lee  the  effect  on  feur  a 
economys      the    trade   balance*   employ roont,    tox-  revi 
expenditures. 
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o  For  the  5-year  period  at  a  whole,  net  exports  lotder  the  moricotlng  loon 
totol  $3J  billion  compared  to  only  $1^  billion  under  the  basic Joon. 

o  In  terms  of  employment,  the  marketing  loon  is  responsible  fer  an 
additional  S,130  Jobs  during  the  current  year  and  more  than  13,000  new 
Jobs  by  the  end  of  the  decode. 

o  Federal  tax  receipu  rise  by  a  total  of  $302  million  as  a  result  of  the 
marketing  loan,  with  most  of  the  receipts  coming  In  the  19tS/l9  to 
1990/91  period.  State  and  local  tax  receipts  rise  by  $220  million. 

o  Consumers  sove  an  additional  $3S3  million  with  the  marketing  loon 
because  prices  are  lower.  These  savings  benefit  mostly  low-income 
consumers. 


ADDITIONAL  TAX  REVENUE  DUE  TO  MARKETING  LOAN 


CROP  YEAR 


Digitized  by 


Google 


315 


vUi 


Statt  LyreHnyyts 

With  the  exception  of  an  Improved  U3.  trade  balance  and  lower  contumer 
costs,  most  of  the  benefits  of  the  maricetinK  lean  accrue  to  rlce-producIng 
states.  Bated  on  their  share  of  U3.  production,  the  following  states  are  most 
favorably  affected  over  the  5-year  periods 

o    Arkansas*  will  have  $779  million  of  additional  economic  acthrhy,  $97 
million  of  additional  tax  receipts,  and  6,(00  more  Jobs. 

o    CaUfomia  will  have  $570  million  of  additional  economic  acthrity,  $%6 
mlUion  of  additional  tax  receipts,  and  3,130  more  Jobs. 

o    Louisiana  and  Ifexas  will  each  have  $2%S  million  of  additional  economic 
activity,  $31  million  of  additional  tax  receipts,  and  2,100  more  jobs. 

o    Mississippi  wUl  have  $125  million  of  additional  economic  activity,  $15 
million  of  additional  tax  revenue,  and  1,050  more  Jobs. 


Incremental  impacts  of  Marlcetlnt  Loan 
At  the  State  Level 

Arkansas*     California       Louisiana       Mississippi         Texas 
-•- million  dollars -- - 

Economic  Activity  779  370  24S  125  2«S 

$tate  ft  Local  Tax  Receipto  97  «6  31  15  31 

.........  full  time  Job  equivalents  - 

Emptovment  6,600  3,150  2.100  1,050  2,100 

•     tochides  Missouri 
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The  imirlcctlng  ban  lor  riet  was  adoMd  hf 
itic  compcthlvcMM  of  ULS.  riet  in  world  morli 
tfomtstic  industry.   It  typicall|sr  tolcot  atvor»i  yoort  lor  a  nia|or 
form  programs  to  have  its  lull  olloct  on  lortign  prodactlon  and 
decisions,  h  Is  not  oaqr  to  devolop  now  or  racapturt  lost  export 
the  marlcttif^  loan  In  the  rtlsthrcly  short  timo  since  It 
on  the  way  to  achieving  the  desired  oh|octkos. 
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The  analysis  In  this  report  suggests 
martceting  loan  program  are  significants  consumers  pay  I 
increased  eicporu  and  production  stimulate  considefably  more 
which,  In  tunv  creates  additional  iobs  and  tax  revenues.  Moat  of  Ifiaaa  benefits 
are  yet  10  materialize.  In  contrast,  the  buDc  of  the  dUleientlal  buddet  oast  Is 
effectively  behind  us.  During  tha  remainfog  life  of  the  1915  farm  program,  tlie 
marketing  loan  lor  rice  Is  Ocely  to  make  an  important  oontrftiitlQn  tovaids 
easing  adverse  economic  conditions  in  bahklng  and  rural  sectors  ol  rlce- 
produclf^  states.  On  balance,  the  marketii^  loen  program  Is  sigrillloantly 
superior  to  a  program  which  supports  the  maileet  price  at  the  besle  lean  laveL 

The  Chart  below  contrasts  costs  and  benefits  of  the  marketing  loen 
program.  Benefits  of  the  marketing  loan  program  also  have  multiplier  effects 
which  are  not  included  here. 


COSTS  AND  BENEFITS  OF  MARKETING  LOAN 
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A.  World  Prffl9gmgtt 

Rioe  is  the  primary  food  gmin  in  Asia  and  Is  of  ina)or  Importance  in  the 
raft  of  iKa  world*  Most  rloa  Is  consumad  vhara  It  is  produoad*  and  trade  In 
recent  years  has  accounted  for  about  #  percent  of  titUlaation,  i.e.«  iboiit  12  mmt 
fminion  metric  ton4  en  a  milled  basis. 

Statistically,  the  UUted  States  Is  a  retothrely  minor  rke  producer  bi  the 
world  context.  ILS.  output  of  6-S  mmt  of  rough  rice  has  repiasented  only  IK  to 
2  percent  of  total  world  production.  But  tfia  US.  has  a  significance  that  goes 
beyond  Hs  small  share  of  production  since  It  Is  one  of  the  worlds  major 
eicporters,  accounting  for  almost  23  percent  of  world  trade  bi  the  early  mo^s. 
More  recently,  tfiat  share  fell  to  16-17  percent  and  U.S.  export  vobme  decUned 
below  2  mmt  on  a  milled  basis,  as  faidicated  fo  Table  1. 

Table  1 

World  Rice  Situation 
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33.6 

33.3 

38.1 

Thailand 

15.g 

17.» 

I7.t 

16.9 

19.3 

IS.3 

Uihed  States 

6.0 

<.< 

S.3 

7.0 

«.3 

6.3 

Other 
Total 

hftii 

iStf 

12f.t 

130.1 

no 

illUil  KaaU  . 

teiy 

B^ 

262.6         272.2  .       2gl.«         2g9.6         306.1  313.S 


Uhhed  States  3.0  3.0  2.5  2.3  2.1  1.9 

Other  9.7  10.1  9.1  9.6  10.»  9,6 

Total  Tafty  TftT  TT?  utf  TT?  TO 

filffiEllSSia 

Uhhed  States  .S  .5  1.6  2.3  1.5  2.0 

Other  22.3  21.3  19.6  15.0  15.t  19.7 

Total  TO  TTT  TO  TO  TO  TO 
Sourcet  FAS,  USDA.  Experts  are  calendar  year  basis. 
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B.  UARioP^OicirThwMirtiltiS 


Wftorically,  rict  hat  b— n  •  crop  ol  cowiIdtriMt  hiyortMiw  fci  tfit  Ubind 
Ststes»  partioilarly  In  the  five  prind^  tteiet  where  h  it  predecid.  Rice  is 
grown  entirely  on  irr%Bted  acrBafe  and  is  mere  capital  Imaniite  tfian  eilier 
major  field  crops. 

Ulce  wheat,  rice  has  been  an  important  export  < 
and  government  aid  botfi  helped  meet  world  food  grain 
years,  exports  have  typically  repimsenstd  60  percent  of 

For  these  and  other  reasons,  U5.  farm  legislation  In  recent  ( 
inchided  programs  tailored  to  the  perticular  characteristics  of  the  rice  prodydng 
sector.  From  the  mid-1950^  tfirough  the  early  1970%  main  program  teob  used 
for  rice  were  marketing  quotas  and  acreage  allotments.  During  Urn  said-lfTOX 
target  prices  and  deficiency  paymenu  were  introduced  In  a  HMve  towards 
marl(et  orientation.  With  the  exception  of  the  1976  and  197t  crop  years,  marfcat 
prices  were  high  enough  to  avoid  deficiency  payments. 


The  Agriculture  and  Food  Act  of  19ti  eliminated 
established  a  program  for  rice  tfiat  was  basically  the  ame  as  tfiat  for  < 
grains  and  cotton.  The  acreage  reduction  program  (ARP)  became  the  primary 
method  of  supply  control,  to  be  supplemented  when  wsceHary  by  paid  imd 
diversion  (PLD)  which  could  also  talce  the  form  of  payment-bi-kM  (nOi  Hie 
Secretary  of  Agriculture  was  ghren  authority  to  reduce  the  loan  late  ta  as  lew  as 
$t  per  cwt  if  itocks  became  excessive,  but  the  minimum  target  price  level  was 
set  at  $10.83  per  cwt  for  the  19t2  crop  witfi  annual  tocreases  brb^^  It  ta 
$12.«0  per  cwt  for  the  1983  crop.  (S«ibsequent  legisktlan  set  the  19t5  target 
price  at  $1 130  per  cwt.) 


Table  2  tfiews  the  US,  supply/demand  iltuatian  rince  the  bagiMiii«  of  the 
decade,  bi  eisence,  stocks  began  to  build  durbig  the  early  1980%  as  yiaMi  raee, 
imporu  increased,  and,  most  importantly,  exports  declined.  Begjwabig  In  1982; 
increasingly  restrictive  acreage  idling  programs  were  Implemented  ta  control 
supplies  and  have  been  In  place  each  year  sinca.  From  a  peak  of  %M  i 
acres  in  1981,  harvested  aerate  feU  to  2^  mil  acres  bi  1985  m  ' 
further  to  2 J8  mlL  acres  fo  1984.  Rislf«  yields  have  also  uaiUftMiea  to  tfta 
need  to  restrain  plantings. 

bnports,  while  small,  grew  quite  rapidly  between  1980/81  and  1985IK. 
Over  this  period,  imports  rose  from  a  negligible  0.2  mU.  cwt  of  mlUsd  rioa  ta  tJl 
mlL  cwt  and  direatened  to  keep  en  growb^  Aarply  Aae  to  the  large  dttfarantlal 
between  prices  in  the  U3.  and  prices  in  tfia  world  marlmt. 


Exports  fo  1985/84  were  only  58J  mU.  cwt,  lowest  of  tl 
not  been  for  bitroduction  of  the  marketbig  loen  on  April  15,  1988,  the  aaport 
total  for  1985/84  would  have  been  lower  stfiL  Due  te  the  maifcettog  loanb  aaport 
prospects  fdr  1984/87  are  much  improved*  however,  as  dlicumsd  below. 
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Soureos  USDA 

Key  policy  parameters  are  ilwim  in  Table  3  for  the  Ifll  crop  and  lor  the 
Ift2-lft5  crops  covered  by  the  Ifll  tegislitlon.  Land  ldlin§  progrmms  have 
»i%ht  to  keep  up  to  15-#0  percent  of  the  acreage  bate  out  of  produetioiib  and 
have  had  tome  tuccets  In  achieving  their  targets.  Program  participation  has 
been  high  because  of  the  incenthre  of  elltibillty  for  deficiency  payments.  US. 
supply  control  measures  did  not,  however,  affect  the  world  supply  situation 
becaus'  her  exporters  did  not  cut  back,  and  some  even  incraatad  production. 
Thus,  )ite  the  high  program  participation,  average  U.S.  farm  prices 
langulsK  at  about  the  loan  rate  as  world  supplies  remained  exoesshre  and  world 
prices  remained  below  the  U.S.  loan  rate. 

Data  for  the  Ift5/I4  crop  year  In  Table  3  reflect  the  change  to  a 
marketing  loan  In  April  IfM.  Thus,  the  $C J2  per  cwt  aaaton  average  marfcet 
price  received  by  farmers  is  a  mix  of  $8.00  per  cwt  or  better  prices  fai  the  first 
two-thirds  of  the  season  Md  prices  below  $#.00  per  cwt  fai  the  final  tfikd  of  the 
season.  In  addition,  farmers  received  marketing  loan  payments  plus  $2$  million 
In  Inventory  protection  paymenu  associated  with  transition  to  the  new  program. 
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Ntt  Prica  Support  "TIJ  TW  »3  ^W  HBI 

PLMOtspmdHwtt  114  130  129  172  lU 

Totol  '^SS  ^m  ^«  THH  mIT 

*Averaf e  of  prlcot  at  or  above  $8J0O  per  cwt  from  AiigMft  1»  1905  to 
AprU  15, 19U,  vlicn  the  inarketlf«  loan  want  into  oflact^  and  $^M  par 
cwt  or  lower  from  AprU  1(,  19U  to  3uiy  31, 19U. 
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Sources  ASCS,USDA 
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C  EyportSureiwyy 

Much  •!  the  bnpctut  for  changt  fai  the  rloe  promm  ctmc  Irom 
deteriorstii^  exports.  Durlnt  the  period  covered  by  the  IMl  Parm  Act*  total 
US.  rice  exporu  declined  57  percent,  from  3  million  metric  Ions  on  a  milled 
basis  bi  mi  to  1.9  mmt  b\  19t9.  On  terms  of  cwt  of  rough  rloe»  this  was  a 
decline  from  93  mlL  cwt  to  39  mlL  cwtj  The  decline  in  commercial  exports  was 
even  sharper.  In  19t3  alone,  commercial  exports  fell  more  than  300|000  tons. 
Most  of  the  export  decline  has  been  attributed  to  high  U.S.  rice  prices  relative 
to  the  rest  of  the  world.  Under  the  mariceting  loan  program,  U.S.  rice  prices  are 
expected  to  be  competitive  in  world  marlcets  And  to  result  in  an  increase  in  the 
U.S.  share  of  world  rice  trade. 

That  U.S.  trade  share  fell  from  23  percent  in  19tl  to  17  percent  in  19S5. 
In  contrast,  Thailand's  share  of  the  world  market  rose  from  24  to  33  percent 
during  the  same  period.  Four  major  marlcets  In  whid)  Thailand  increased  market 
share  at  the  expense  of  the  U.S.  iitclude  the  10-member  European  Community 
(EC- 10),  Saudi  Arabia,  South  Afrkra,  and  Nigeria.  Uwer  U.S.  prices  under  the 
marketing  loan  have  since  improved  U.S.  market  share  In  many  countries. 

Tables  %  and  3,  respectively,  list  tonnage  decreases  and  increases  In  major 
VS.  rice  export  markets  from  19S1  to  1913.  Reasons  behind  the  drastic  shift  in 
markets  since  19S1  and  the  outlook  for  changes  In  19M/I7  rice  exports  in  these 
maiketo  will  be  discussed  briefly.  Supporting  data  on  VJS,  and  world  rice  trade 
are  provided  in  Annex  tables. 

Tabled 

Destinations  to  Which  U.S.  Rice  Exports  Declined 
Between  i9tl  and  19g3 

EC-10 
Saudi  Arabia 
Nigeria 
South  Korea 
South  Af  rka 
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2,239 

452 

3,00t 

1,9M 

Iran 

Subtotal 

Total 

Si^total  as  a 

percent  of  total  74  2% 

Source:  FAS,  USDA 

Dedinif^  U.S.  rke  exports  to  the  EC-10,  Saudi  Arabia,  and  Soutfi  Africa 
cm  be  attributed  unquestionably  to  the  high  relative  price  of  U.S.  rice.  The 
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Export  dKUnat  nMntionad  abava  vara  partiafl^ 
aipona  to  Ira^  MadMinr,  Sinoijil,  Wantladirfi  and  tta 
ooMtrlat  aceauntad  for  an^  «  parcMt  of  US.  rloa  aiporta  In  IMl.  bat  mora 
tturn  41  parcMt  of  U.S.  rica  aipuiu  tai  lft5.  faport  gbbia  In  ••  lattar  b 
oountrlas  vara  pooilbia  anqr  bacauoa  aadi  ooMiry  facabiaa  canoaooional 
financb^  from  the  U5.  aaffidont  to  onircomi  the  prka  dtodiMtigi  of  US. 
rlca  bi  world  mofbatf. 

Iraq  hat  rimn  to  baooma  *a  ma|ar  aspart  martmt  for  USb  riea  bacaaoe  at 
the  CSM-102  progmm  Mder  which  ttm  13S,  gawammMt  ffon 
commodity  lotlert  of  cremt. 

baq                                               7«  M5 

It  bb 

19  125 

0  75 

0  12% 

Stibtotai  111  773 

Total  3.00t  1,9M 

Subtotal  as  a 

parcant  of  total  %  ^1 

Seurcat  PAS,USDA 
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Maitigncar,  Bangladeih,  Scntgftl  and  the  Philippines  were  major  uters  of 
the  U^  PL  UO  program  durii^  the  mi-t5  period.  ScfM^ai  alto  raotived 
wbstantiai  quantities  of  rice  fai  1915  under  th<  fecial  US.  African  Assistance 
Proaram.  These  4  countries  are  rioe  producers  ihat  supplement  their  domestic 
production  whh  Imported  rioe  to  meet  consumption  needs.  While  theoreticaily 
they  have  the  potential  to  produce  100  percent  of  their  rice  needs,  they  may  be 
less  inclined  to  do  so  with  world  rioe  prices  expected  to  stay  low.  Madsgascar, 
Senegal  and  Banglade*  are  steady  Importers  of  rice  with  fluctuations  up  or 
down  dependent  upon  their  domestic  rice  production.  The  Philippines  Is 
marginal^  self-sufficient  In  rice  and  has  even  been  a  rice  exporter  In  recent 
years.  Of  the  4,  the  Philippines  is  the  least  Bkely  to  become  a  steady  customer 
for  U.S.  rice,  even  under  PL  #10. 

Overall,  world  rice  export  mariceU  have  been  diminishing  relathre  to  total 
use.  Better  Inventory  management  and  rising  yields  due  to  Improved  varieties 
and  favorable  weather  have  made  once  major  rice  Importers  (Indonesia  and  South 
Korea  In  particular)  self-sufficient  in  rice  production.  South  America,  a  major 
rice  importer  in  19M  due  to  drought  reduced  production,  will  probably  be  a  less 
significant  maricet  for  world  exports  In  1917. 

The  possibility  that  world  rice  prices  wOI  remain  low  over  the  next  few 
years  and  that  the  VS.  will  remain  a  resolute  competitor  should  deter 
expansion  of  rice  acreage  In  the  world,  particularly  In  countries  only  marginally 
suited  for  rice  production,  thereby  Increasing  opportunities  for  trade.  Low  world 
prices  at  the  ame  time  tfiouM  encourage  Increased  consumption  throughout  the 
world,  also  leading  to  increases  in  world  rice  trade.  Pbrther,  the  recent  tilt  In 
many  developing  countries  towards  less  Interventionist  agricultural  policies  may 
also  be  beneficlaL  WHh  the  maricetlng  lean  program,  U.S.  exporters  are 
positioned  to  take  immediate  advantage  of  rfiort-term  opporttnlties  since  they 
can  maintain  an  ongoing  presence  In  the  marlcetplace. 

Government  programs  have  had  an  Important  Impact  on  the  level  of  US. 
rice  exports.  In  recent  years,  from  0.t  to  1.2  mmt  of  milled  rice  (25-S7  mlL 
cwt,  rough  equhralent)  have  moved  under  such  programs.  Historical  data  are 
provided  in  Annex  Tables  A-1  aitd  A-3,  and  the  ftiture  role  of  thr  programs  is 
discussed  further  below. 

As  in  the  past,  US,  rice  exports  will  depend  particulariy  on  malntalnbig  the 
presence  of  U3.  rice  in  markets  where  rioe  cannot  be  etficlantly  produced  aitd 
where  a  high  quality  product  is  demanded.  The  MkSdle  East,  eC-12,  Camda  and 
parts  of  Africa  have  this  characteristic.  Shortfalb  In  domestic  production  In 
Asia  will  continue  to  be  supplied  predominantly  by  other  Asian  exporters.  If 
lapan.  South  Korea,  or  other  countries  were  to  relax  protectionist  rioe  policies, 
significant  additional  export  opporttnhies  would  arise  for  the  US.  and  other 
world  ej^orters. 
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A.  lfttr9Aict|9f\ 
Chftn  the  history  of  falling  oxpoits  and  riting  stocks  if  riot  Itiromhout  tlie 


•arly  19t0%  tho  Congrsss  opttd  for  a  cfiango  in  approach  lAion  it  drmftad  the 
in3  Farm  BilL  Thatlogisiation  provides  for  a  maifcatii^  iDan  far  rice  Cnd  also 
for  cotton)  with  tho  o^thro  beii^  to  maicc  US.  rioa  compotHhro  In  vorld 
maricots.  In  offoct*  tlw  new  program  cuts  the  price  siyport  lewsl  for  remh  rice 
from  $8UX>  per  cwt  in  1915/16  to  whatever  price  level  b  calculated  as  narewsry 
to  enable  VJL  rice  to  be  competitive  In  world  maricots. 

Loans  are  made  at  the  basic  loan  rate  as  defined  below»  but  may  be  repaid 
at  a  lower  rate  if  world  market  prices  are  lower.  AHematlvoly,  the  Secretary 
may  make  an  equivalont  payment  to  producers  who  forgo  putting  their  rloe  under 
loan.  Payments  may  be  In  cash  or  in  certificates  redeemable  for  govommont- 
owned  commodities.  If  the  world  price  falls  below  wtiat  tho  law  defines  as  the 
minimum  loan  repayment  rate*  that  portion  of  the  dlHerenoe  between  the 
minimum  repayment  rate  and  the  world  price  Is  paid  in  certificates. 

The  guidint  philoqphy  behind  this  policy  change  was  four-fold.  First,  to 
make  rice  available  to  the  marketplace  at  competitive  prices  Ik  order  to 
encourage  increases  fai  exports  and  domestic  use.  Second*  to  novo  the  rice  crop 
direct^  into  private  commercial  channels  instead  of  forcing  it  bito  fovemreent 
hands  through  loan  forfeitures.  Ihird,  to  stimulate  local  farm  acenowies.  And 
fourth,  to  provide  an  orderly  transition  of  the  rke  industry  from  fovemreent 
reliance  to  market  dependence. 

The  study  examines  the  marlceting  loan  program  fai  terms  of  its  coots  to  the 
Government  and  its  benefits  to  farmers  aitd  to  local  and  national  economies,  h 
does  so  by  comparing  the  marlceting  loan  to  the  so-called  basic  loon.  For  the 
purpose  of  this  study,  the  basic  loan  calcuhttana  use  the  mbilmuai  imtet  at  wtikh 
loans  are  made  under  the  1915  Farm  Act.  Thb  repreaants  a  aupport  price  of 
$7 JO  per  cwt  in  19U/I7,  $4^4  per  cwt  In  19t7/tt,  and  i^M  per  cwt  for  the 
final  3  years  in  the  Act. 


In  the  analysto  below,  the  ULS.  supply /demand  situation  far  rice  b  protected 


support  the  price,  but  the  minimum  marketing  loan  rates  *at  aro  shewn 
UhMtrate  an  etntial  feature  of  the  new  programt  priceaaro  allowod  to  fbU  to 
encourage  eiports,  prevent  loan  forfeitures,  and  sttaiubte  eoonosilc  actbrhy  In 
and  around  Hio  rice  bidustry. 

For  purposes  of  simplicity  and  ease  of  comparison.  It  is  aaaumod  that 
generk  PK  certificates  are  not  availabie  under  the  bask  loan  scenario.  The 
reason  for  this  is  that  since  generk  certificates  moke  CCC-owned  commodities 
availabk  to  the  market  at  prices  below  loon  rates,  they  would  bitroduce  an 
ekmcnt  of  marketb^  loan  kto  the  bask  loan  aeenarlOb  thereby  preventing 
meaningful  daferentiatlon  of  ( 
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RICE  TARGET  PRICE  AND  ALTERNATIVE  LOAN  RATES 
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Key  dilfcrMicM  h^tmmn  iht  two  palicy  alttmttivss  eoneem  fortlgn  trade. 
A  non-oompetHhre  U5.  tupport  price  canstreiM  experts  and  eneeuratet  Imports. 
A  cocnpethive  siyport  price  increases  VS.  market  share  in  world  rice  trade  and 
also  increases  total  volume  of  trade.  Domestic  rice  disappearance  is  less 
affected  by  changes  in  the  siyport  level  than  is  export  demand. 

Once  totai  demand  b  estimated^  it  is  assumed  that  USDA  policymalcers  set 
the  foliowini  year^  acreage  Idling  promms  with  the  goal  of  eventuaUy  reducii^ 
stodcs  to  the  30  million  cwt  specified  in  the  lft5  Farm  Act.   However,  acreage 


Idling  programs  are  flsaited  to  a  maximum  35  percent  ALP  (Acreage  Limitation 
Program)  and  a  maximum  20  pereant  PLD  (Md  Land  Diversion).  Note  that  an 
Acieage  Limitation  Promm  k  the  same  as  what  used  to  be  called  an  Acreage 


Reduction  Program  (ARP)  under  the  IMl  Act.   Even  idling  53  percwit  of  the 
acreage  base  raises  serious  questions  about  incentives  to  participate  linoe  fixed 


costs  per  cwt  of  permitted  output  begin  to  rise  dramatkally.  Never  tlieless,  a 
diversion  payment  of  $4JD0  per  cwt  Is  assumed  regardless  of  the  slae  of  the  PLD. 
This  was  the  rate  used  by  USDA  in  Its  1M7  crop  Impact  analysis  for  a  10  percent 
PLD  on  top  of  a  35  percent  ALP. 

Given  supply-demand  estimates  for  eadi  year,  the  two  altemathres  are 
compared  first  In  terms  of  Federal  budjget  costs  and  then  In  terms  of  impact  on 
economic  activity  and  grower  bicomes. 
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Ihtf  an  t«»  waf9  in  iMdi  US.  riot  iiynrfi  cv 
totfti  v«rld  tra4t  em  tupw^  «r  eontnct,  and  the  US. 
gfow  •r  ihrMu  VS.  ^Icy  iMt  en  jnyict  en  kotfi  •# 

<V«r  tfit  ymg%,  world  riot  •lyorts  iwvc 
«ptrc«nt  •!  IKil  utlUtation.     And,  rinoe 
ptrctnt  atr  foar,  tradt  fmM  gravn  as  valL  Bii 
ateut  12  mmt  an  a  ndllad  baiif  (S71  mIL  cwt»  romh  < 
hl0t  world  rica  pricat  (in  *a  aiid-1970%  «id  aarly  'lltM 
cauntritfl  ta  »al(  a  gratttr  dtgraa  at  Jttf-aifficiancy  and  H  doaa  not  mkm  i 
af  a  ihif  t  in  araductian  to  liava  a  nalicaabie  impact  on  trada.  A «' 
acanamy,    third  varid  dtht  crioii,  dadiniiv  ail  prioa%  and  an  < 
daliar  valut  hava  aioa  baan  major  fKtort  uimuainim  tfs  abiHty  af  mom 
cauntriat  ta  import  rica.  Tha  VS,  Aart  of  that  trada  has  docHnod  maitedly,  as 
discussod  aarilar. 

Early  Indieatians  an  that,  fust  as  high  world  rice  prleas  marginally 
dlKOurtfad  tradt»  lav  prioas  ara  marginally  ancouraging  It.  And,  just  as  a 
nancampatitlva  US.  support  prica  cost  marfcat  shara,  a  oampatltlva  US.  prica 
aneaursgas  lis  racaptura  and  ratantion.  In  pro|actions  af  poliqr  altamativas»  it 
is  assumad  tfiat  thasa  fareas  oontinua  to  oparatt. 

tMpart  prasaaets  art  summariiad  in  Tahia  (  and  PIgurts  2  and  3.  Tatal 
varld  rloa  trads  to  foracast  to  risa  to  133  mmt  (413  mlL  cvt,  rough)  in  IfM/ll 
yndar  tha  marhtting  iatn  scanaria,  but  to  be  unchained  at  12J>  mmt  (373  mlL 
cwt)  laidar  iha  bask  laan  sotnarlo^  With  total  world  utilintion  of  milled  rIca 
faracast  at  350  mmt  in  1930/11,  trade  under  the  two  ahamatlvas  would 
reprtstnt  34  and  3.%  percent  of  utilisation,  rtspacthraJ|y.  Altematba  paths  Isr 
bath  warld  eipart  tannage  and  tha  percent  of  utiliation  ara  shaim  in  Figures  2 
and  3. 

Tkble  4  alsa  summarlMS  loracasu  of  US.  exports  and  market  Share.  Whh 
the  bask  kmtL  millsd  rke  exports  in  1930/91  ara  faracast  at  an|y  U3  mmt  HO 
miU  cwt«  raugjhk  far  a  marVet  share  af  on|y  11  percent,  down  from  an  sithaattd 
IS  pafcanl  in  1M3/I4  had  the  marfcetii«  krni  not  baan  bitraduoed.  With  «b 
marbatlM  kM,  aaparts  are  kracest  ta  reach  3.1  SMut  CIS  mlL  cwt,  raughl 
repretenta^  a  marhat  share  af  23  percent.  Cowtramsnt  smtotsd  si^trts  at 
13.30  nOtcwt  wauid  account  kr  as  much  as  73  percent  af  tha  total  under  *a 
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bAsic  loan,  and  u  littJe  at  30  pcicant  undtr  the  marketli^ 
pat^    for  U3.  rke  exports  are  thoim  fai  Figure  4. 


loan.    Altcmatke 
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Utderim  farm  Itttoktion,  ^.S.  rict  exports  had  falkn  from  a  high  of  93 
milllen  cwt  in  19t0/ll  to  39  miL  cwt  in  19t3/l6  as  the  imtio  of  U^.  rico  prioot 
to  Thai  rice  prices  widened  from  1.1  to  ever  2.0  (i  record  high)  during  that 
period.  Exports  would  have  been  even  lower  in  19t3/U  had  the  marlceting  loan 
program  not  started  in  April  IfH,  almost  tfiree-quarters  of  the  way  through  the 
crop  year.  Rising  shipments  under  government  assistance  programs  such  as 
PLUO  and  CSM.i02  helped  to  slow  the  decUne  in  exports  durli«  the  19I1-S3 
period.  Government-assisted  sales  made  up  nearly  half  of  total  rice  exports  in 
19S5/86,  compared  with  an  average  of  only  2t  percent  during  1973-tO.  Such 
exports  would  continue  to  grow  In  importance  as  a  percentage  of  total  U3. 
exports,  since  commercial  exports  would  decUne  further  due  to  the  large 
differential  expected  to  continue  between  U.S.  and  other  world  export  prices. 

Uhder  the  basic  loan  program,  U.S.  loan  rates  decline  from  $8UN)  per  cwt  In 
19t5/U  to  $1^.30  per  cwt  in  1990/91,  legislative  minimums.  World  prices  would 
be  higher  than  the  $3.00  per  cwt  actually  prevailing  in  early  1917,  but  would 
remain  well  below  the  U.S.  loan  leveL  World  rice  trade,  which  has  been  stagnant 
or  even  declining  since  19t0,  would  Ukely  remain  stagnant  at  around  12  mmt 
tfirough  1990/91.  With  the  U.S7Thal  export  price  ratio  Uke^  to  remain  well 
above  U  throughout  the  period,  the  U.S.  share  of  world  rice  exports  would 
decUne  to  11  percent  in  1990/91,  down  from  U  percent  in  19t3/U. 

VS.  rice  exports  would  fall  to  40  mU.  cwt  by  I9tt/I9,  and  remain  there. 
They  would  largely  be  made  up  of  government-assisted  exports  to  developing 
countries!  with  the  rest  being  small  proprietary  cash  exports  to  Canada,  EC-12 
and  the  Middle  East.  Exports  under  the  US.  government  PL#80  Md  CSM102 
programs  would  comprise  70  percent  or  more  of  total  US.  exports.  If  exports 
remained  at  40  mlL  cwt  through  1990/91,  as  is  expected,  the  stated  goal  of  a  30 
mU.  cwt  carryover  would  not  be  reached  unless  more  than  SS  percent  of  the 
participating  acreage  base  were  idled. 

3.  Marfcetina  Loan 

The  alternative  program  b  the  marketing  loan  program  curmtly  In  effect. 
Since  the  marketing  loan  program  began  on  April  13,  im,  US.  farm  and  export 
prices  (FOB  Houston  #2  milled)  lor  rice  have  fallen  30  and  %0  percent, 
respectively.  Minimum  loan  repayment  rates  under  the  program  gradually 
increase  from  $3.42  per  cwt  in  1987/18  to  $^.5^  per  cwt  In  1990/11,  but,  as 
indicated  earlier,  these  do  not  act  as  market  support  levels.  Of  the  two 
programs  discussed,  prices  are  lower  under  the  marketing  loen  aitd  are 
maintained  at  levels  competitive  in  world  markets. 
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A  kty  fMturt  of  the  iMHcttiM  lorn  b  to  lltKMUty,  waMiM  US.  pricM 
to  follow  dottly  utf  change  In  world  priCM  wltfmit  odiroratly  anKting  farm 
kicofiMi  UMtr  tht  progmmt  at  it  It  ourrantly  baing  admlniitifad  ky  IBM,  the 
U«S7Tliai  axport  prlca  ratio  would  avarago  about  I.2.  Lawar  avaraga  world 
prioat  ihould  ancouniga  incfaaiid  ooMunnptlon  bi  tfia  world  and  raduea  ai^afiiien 
of  world  rica  production,  bi  conwquanca,  world  rlea  tradt  k  iipaciad  to  rlia 
abova  13  mmt,  approaching  tfia  hlaierleal  %  parcant  ratio  of  world  aiyorts  to  uaa. 


Aftar  a  period  of  a^ustmant*  world  rico  prioat  ihould  itoady  and  than 
bicroatt  duo  to  declinbig  ratot  at  bcraaaa  bi  world  rico  production  and  Incraatad 
demand*  Rapidly  incraating  yioldt  and  oxoatt  productivo  capacity  bi  many 
exporting  oountriet  ihould  mabitabi  real  rice  prioet  below  tfs  hlnorieal  trend 
barring  anjr  unforeteon  aupply  diaturbanoet  during  the  period.  Thit  b  llhittratBd 
bi  ngure  5  which  chartt  tfie  Houtton  export  price  bi  eoneiant  Ift2  doUan*  the 
trend  bt  tfiat  price,  and  the  19M/tl  price  cantiitant  with  aur  projected  farm 
price  for  rough  rico.  The  domtamt  trend  In  real  world  prleea  b  a  factor  of 
tignif icant  benefit  to  US.  and  foreign  oontumert.  bitroductlon  aC  tftt  matfceting 
loan  it  oompatfole  with  the  long*term  tiand. 

bicreated  competitivenets  of  US.  rice  will  Incioote  the  US.  rfiare  of  rice 
trade  to  the  1970%  levei  of  around  23  percent.  By  bicreatbig  the  US.  Aaro  of 
exporti  in  an  expanding  world  martcett  US.  rice  exportt  oouM  reach  95  mlL  cwt 
by  1990/91,  a  (0  percent  bcreate  from  the  pro-mafketing  loan  export  level  of  99 
mlL  cwt  in  1913/U.  If  3apan,  South  Korea,  or  other  eeuntriet  relax 
protectionist  poUdat,  U.S.  aiyortt  would  be  even  h%her,  but  no  coniideration  It 
given  to  that  poetMlity  bi  the  analyait. 

The  bicreate  in  US.  exporto  It  attrftutable  primarily  to  bicreaaet  In 
commercial  exports  which  would  probably  account  for  70  percent  of  total 
exports  by  1990/91.  The  EC*12,  iUddle  East,  Canada,  and  other  eeuntriet  are 
reactb^  favorably  to  lower  US.  prices,  postfoly  focrealng  both  theb*  fotal  rice 
bnportt  and  the  US.  there  of  those  Imports.  One  advantage  at  the  martcetfog 
loan  is  that  U.S.  exporters  are  able  to  retpond  immedlatoly  to  new  opportunities 
since  they  are  operatbig  bi  the  world  marlcet  on  a  oontbwing  basis. 

The  higher  rato  of  exports  throiMhout  the  1914-90  period  Should  reduce 
mMr%  stocks  to  30  mlL  cwt  by  19tt/i9.  Stodcs  would  be  mabitobwd  at  this 
level  usbig  a  25-30  percent  ALP  In  the  1919-90  crop  years.  Government-owned 
stocks  would  amount  to  only  2-3  mlL  cwt  compered  to  more  than  70  mlL  cwt 
under  the  besic  loen.  Bu%et  savbigs  associated  with  this  development  are 
discussed  in  a  sUbssqutnt  section. 

%,  Imoorto 

The  rapid  rate  of  bicrease  bt  rice  Imports  durbtg  the  early  19tO%  would 
very  Ukoly  have  contbwed  had  U.S.  market  jupport  leveb  remabied  Mph.  Uidor 
the  basic  foaiw  bnportt  are  projected  to  rise  to  10  mlL  cwt  to  1990/91.  Uidor 
the  marketfa^  loan,  bnportt  are  projectad  to  faU  back  to  about  \A  mlL  cwt 
anmieUy.  Thus,  net  exportt  in  1990/91  under  the  two  altematlves  would  be  30 
and  94  mil.  cwt,  respectively. 
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REAL  U.S.  RICE  EXPORT  PRICES:  1982  DOLLARS 
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C*   y^OdUCtiPH  WldSlDCfc 


oCSOMyLcwt.  Given 


The  19t5  Farm  Act  iptrilifid  a  rice  carrfovtr  1 
thet  twnt  md  estifnetes  ef  diappeeranoe  lor  escii 
volume  of  drnnesdc  production  that  ii  needed.  Ute  pra|eciBd  yieldi  «C  4jOOO 
■».  per  acre  In  Ifty.ririBt  to  4,300  ibe,  per  ncf  in  md^Ji  b  poM^lt  te  deffcre 
harvested  aciea^C)  planted  acveafe,  and  acraaie  idUnf  efforts  va^eirBd  annually 
tor  CMh  temario.  h  b  amniad  flwt  the  ■MsimwB  fMi»lr  ■Cfi«n  idUag 
prasnm  would  be  a  oenMiatien  of  a  S5  patCMM  ALP  md  •  20  pwcMit  PlDb 


Rctultint  production  and  Mock  outoeaws  arc  |>uili«|ad  In  Figure  C 
Prognm  provisions  and  apply -^mand  data  ier  each  policy  option  arc  gfcran  In 
Tablet  7  and  t,  including  the  production  and  stock  cstinates  Aovn  below. 


U.S.  RICE  PRODUCTION  AND  STOCKS 


I-- 
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YEAR  BEGINNING  AUGUST  1 
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Mftin  edhtntts  bstwMii  the  two  ahtmatlvM  m  at  Mtowti 

o  ftoductlon  widtr  the  iiiarkttii«  lorn  itcovart  tD  172  nil.  cvt  «C 
rolli^  rict,  vtiilt  wi4v  «it  bMic  lorn  h  hav«rt  fiMt  abov*  100  MiL 
cwt. 

o  Due  to  Inci—wd  Mportii  ttotkt  m  &mwn  4omn  dow  tD  *•  SO 
mU.  cwt  tvftt  wi4tr  the  mMfcttinc  lotn  ky  tti>  ■umnitr  tf  Iftf . 

o  Stoclu  widtr  *•  bMic  loMi  temvlo  remtin  bi  the  f  1-M  nil.  cvt 
rai^e  deipitt  iowr  productlofu 

teitftt 


o    Uhder  At  iMfkttlnf  loan,  iMnrtfttd  •craiit  h  mlnialii 
tewk  Mow  the  pMk  of  the  bit*  lf70%  nid  MTly  IMO^ 

o    Utder  both  ahtmftthres  tigiillicafit  acfNte  Idlinf  is  ftiU  required 
fai  ItM/tl,  but  ptentbtp  under  the  nerfcetbig  loen  < 
under  the  berfc  loen  by  more  tftan  I  nlUlon  acres. 


A 
R 
S 


RICE  HARVESTED  ACREAGE 


1 — I — I — I — r 

■09    fl09    ffff    Ml    Ml 
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TaM»7 


Ai«ft/3i^CroDY«ar 

m^ru 

mat 

ImMiiu/n 

i^np 

\mfi\ 

Target  Price 
tesTcLMn 

Farm  Price 
Diversion  Payment 

11.90 

t.oo 

t.oo 

t.03 
3.30 

11.90 
7.20 
6.S9 
6.93 

11.66          11.30 
6.t4           6.30 
6.t4           6.30 
6.90            6.33 

6.00           6.00 

10.93 
6.30 
6.30 
6.33 

6.00 

10.71 
6.30 
6.30 

Acreage  Limitation 
PaUd  Diversion 
Piuticipation  Rate 

20 
13 
19 

33 

92 

•  -  -  -  -  peroeni  ------ 

33               33 

20               20 
92               92 

33 

20 
92 

33 

n 

Acreage  Aase 
FtftidpatingAase 
Planted  Area 
Harvested  Area 

4.23 
3.76 
2.31 
2.49 

4.23 
3.91 
2.40 
2.3t 

4.23           4.23 
3.92           3.92 

1.70            1.70 
l.tt            l.tt 

4.23 
3.92 

1.70 
l.tt 

4.23 
3.92 

K70 

Actual  Yield 
Program  Yield 

3.%1 
3.04 

3.63            6.00           6.10 
4.t0            4.t0            4.t0 

6.20 
4.t0 

• 

6J0 

4.10 

Beginning  Stocks 
Production 
Importt 
total  Supply 

64.7 
134.9 

tl.3 
134.4 

102                94 

101              103 

92 

104 

91 
106 

Domestic  ft  Residual 
Exportt 
Total  Disappearance 

63.8 

"rari 

67.0 

TTTo 

69               71 

73 

t8 

n 

CCChvcntory 
Free  Stocks 
Total  Stocks 

63.0 

t4.1 

roTT 

76               72 

71 

92 

HI 
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^"aaaffi^ 


w»ir 

lfU/17 

!???£ 

miiw 

|9t9/90  " 

"1910/91 

TvflttPric* 

BftJcUM 

aOiamum  Mtrtctt  Pjiyteck  Um 

Divwtion  PJiyiMnt 

11.90 

t.oo 

%.20 

(.72 
3.30 

11.90 
7.20 
3.M 
3.M 

4.00 

ll.M 
(.t% 
3.42 
%.00 

%.13 

11.30 
(.30 
3.90 
4.30 
4.C3 

10.93 
(.30 
4.33 
3.00 

3.13 

10.71 
(.30 
4.33 
3.30 
3.(3 

-  -  -  -  ptrcui. 

PiydDlvwston 
HrtldpationlUle 

20 
13 

33 

92 

S3 

92 

•  ••nilfion 

30 
92 

30 
92 

23 

90 

ACfMftBUB 

%.23 
3.7S 
2.31 
2M 

4.23 
3.91 
2.40 
2.31 

4.23 
3.92 
2.33 
2.33 

4.23 
3.92 
2.33 
2.33 

4.23 
3.92 
2.33 
2.33 

4.23 
3.t2 

2.73 
2.73 

ActnlYteld 
P^oimniYMd 

5AI 
3.0% 

3.63 

4.t0 

■itii 

(.00 
4.t0 

(.10 
4.tO 

(.20 
4.t0 

■M  a  a  >   >  a   ■ 

(.30 
4.tO 

■tfinfitatStodcs 
nwiiction 

M.7 

77.3               (3               t9 
%MA             139             13% 

no       Tw        TBf 

41 
137 

-1^ 

30 
172 

OomtfticARHidial 

"gSn.,.., 

(3.t 

tt.O 

71 

-in 

74 

7( 

-t8 

7t 

-i8 

PkwStDda 
TMiJSlDdct 

#1.3 

41.2 

-ftl 

24 

13 

-ft 

3 
-* 

2 

HI 
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Ttwrt  wn  insjor  tf tttrancst  bttwMn  tfMi  two  poBcy  illtfMtkfs  in  imvm  of 
Mtura,  timim.  wid  mi^fiitudt  of  ffidtfol  Ih^pitt  eotdB.  Pwdicthn  US, 
commodity  program  costs  cortoct^  is  o  notorious^  dttflCMH  is*  bocaust 
woslhor  or  otfttr  unprodictabit  ovonts,  not  to  montion  poilqr  clii^its»  can 
rodkaliy  olttr  tfit  siypiy  dsmand  lituition  In  any  portleuiH>  yoar.  Bot  it  is  stUI 
ustful  to  comparo  OMilti-yoor  costs  of  difforant  | 


For  purposts  of  comMrisont  tht  loiloiflnt  six  oomponsnts  of  tht  cost  of 
riot  programs  art  oxamlnodt 

1.  Dtflclancy  Faymant.  Tht  djflaranco  bstooon  Urn  tartt  arlcaand  Uta 
basic  ioan  tliat  is  paid  to  larmtrs  vlio  particlpato  bi  tlit  acrsagP 
limitation  program.  Tht  quantity  of  rict  upon  which  It  is  paid  is  tha 
program  acroagt  timts  tht  program  yioid* 

2.  Dhforsion  Payment.  Tht  paymont  par  cvt  timos  program  yitld  tfiat  is 
offtrtd  to  btduot  participation  In  a  paid  land  divarsion  program. 

3.  Ntt  Loan  and  Putd^asc  Outlays.  CCC  loan  outlays  and  rieo 
minus  loan  rtdemptJons  and  rict  sales. 

%.  Markttina  Loan  Paymont  Onchidbig  marlctttag  cartiflcatti).  Tht 
diff oranct  bttwoan  thtTasic  loan  rate  and  At  world  priet  determintd 
byUSOA.  It  is  paid  on  actual  production  of  participating  growors. 


5.  CCC  Storaae  Coats.  Physical  storage  costs  of  $1.10  par  cwt  par  year, 
plus  in-and-out  charges  of  $.13  cants  par  cwt,  pbis  €  percent  interest 
on  the  loan  amount.  POr  purpoees  of  astimation»  andbig  CCC  stocks 
are  used  as  the  average  quantity  stored. 

€,  CCC  Iwrontery  Loss.  This  is  the  decline  Oncraasa)  bi  yabia  of 
btginning  stodcs  due*  to  a  yoar-to  year  change  bi  the  loan  rate  or 
world  marbot  price.  This  is  not  on  official  oomponsnt  of  ISDA  cost 
estimatei»  but  h  is  an  important  point  of  comparison. 

bi  the  real  world,  USDA*s  commodity  programs  have  become  vary 
complicated.  Each  year  brings  new  legislation  thet  ends  soma  complexities  and 
loopholes  and  creates  new  onts.  This  study  focuses  only  on  mabi  program 
foaturts  and  tfierefore  tacerporatts  simpUf yb«  assumptions  as  foOowst 

-  Program  acreage  is  tfw  percentage  of  a  farmer^  base  tfiat  can  still  ba 
plantad  under  an  ALP  and  PLD.  No  attempt  is  made  to  a^ust  ier  Ae 
50/12  rule  or  other  special  situations. 

•  Dtflclancy  and  dhrorsien  payments  art  sUbJoct  to  $30,000  payment 
limitations,  and  a  oailb^  of  $230,000  on  all  payments  to  a  proAioar 
bickjding  marktttog  lean  payments.    It  is  assumed  tfiet  tfie  $30jOOO 
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finilt  reduces  potential  outkyt  by  a  uniform  ten  ptroont,  wid  tf«t  tfie 
Mghtr  Umit  hM  Uttk  impact. 

Net  loon  ond  purdiow  outlays  aro  cakulatod  by  multiplying  tfie 
avtrage  loan  repaymant  rata  by  the  aum  of  7  miL  cwt  and  tlia  bicraaaa 
in  CCC  stocks.  lYiuSt  a  stock  decline  greater  than  7  mlL  cvt  raauhain 
net  racaiptt  rathar  than  outlays.  The  7  mlL  cwt  is  an  estimate  of  Iha 
quantity  that  CCC  requires  annually  for  domestic  and  foraigpi  load 
assistance. 


Year-by-yaar  budget  cost  pro}ections  of  tfw  two  programs  are  Aown  In 
Tables  f  and  10.  Had  the  VS.  continued  past  policy  and  kept  market  support 
prices  at  the  relatively  high  level  represented  by  the  basic  loan  rate,  profram 
costs  would  have  been  about  $700  million  per  year  and  wouki  have  totalled  $3.7 
billion  for  the  five-year  period  covered  by  the  farm  act.  As  Aown  In  Table  f , 
the  ma}or  costs  are  for  deficiency  and  diversion  payments,  which  total  an 
estimated  $2.7  billion  after  adjusting  for  payment  limitttiens.  CCC  storage 
costs  and  net  outlays  on  loans  and  purchases  are  forecast  to  total  another  $1.0 
bilUon. 

Table  » 


lfU/t7 

in7/ii 

^? 

•  ••5 

COO 

l.«% 

a. 21 
coo 
i.ga 

Issi 

Otficitncy  payment 
Diversion  payment 
CCC  storage  costs 
CCC  kwrntory  lots 

•  .»• 

I.M 
l.ll 

a. 12 

€.00 

I.M 
.05 

-  -  #rww»  -  - 

a.io 
coo 

l.«% 

.5# 

-mlL  acres- 

1.7« 
.72 

mlLdi 

Pr^uain  acroege 
PLDacmage 

2.55 

1.7< 
.71 

l.7« 
.72 

ull^fs 

i        i 

CCC  bweatsry  lots 
Payment  gmit 

551 

liO 
ISO 

.55 

225 

(i) 

12( 

#0( 
225 

20 
lit 

-<3 

225 

IK 

3H 
225 

52 
111 

2,0K 
900 

225 

€11 

J7m 

Eodiiead  a.5%  from  $a.70  by  Cmmm-Rudman-Holl^p  Act. 
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Pnpmm  costs  for  tho  morfcotinf  toon  aro  proioctoi  to  totol  $tJl  bUlton 
ovor  the  fhro-yoor  poriod.   Of  tho  totol,  dofldoncy  povniontt  aro 
$2^  billion  oftor  odjiifltiiiont  for  poymont  ImltatloM.  MartaotiM 
ore  lorccoot  to  start  out  at  $t32  mlUioii  in  1914/17,  tfediao  to  9i 


i  to  $172  mlllioii  bf 
lf90>lt  OMl  lotol  $M  bilUon.  Tho  dsclino  rollocts  a  prafoctod  Incroaoe  In  tho 
avorofo  loon  ropoymont  rato  as  world  rloo  oopply  ond  dMiand  bscomt  more 
holoncod.  No¥oi  tholoss,  rloo  prioos  remain  vary  low  In  real  torms^  as  was 
indicatsd  In  Pifuro  4  on  pogo  15.  Tho  profoctod  COC  hwontory  loos  «f  $U3 
million  rfiown  for  1914/17  actually  reflectt  start-up  coott  isr  tho  moihotint  loan 
during  tho  1985/14  season. 

Table  10 

Itortiftii^L^fnPryimmqoftt 

i9t4/l7       inr/U       Iftt/H       19t9/to       lf»0/»l         Toty 

Otiictency  peyiMnt  %.50«  S.82  S.tO  %.%5  %.21 

iUrkct  loan  peyiiMnt  3.29  2.U  2.00  1.50  1.00 

CCC  ftorst*  com  l.%7  l.M  l.U  1.52  1.52 

CCC  inventory  loM  %.«0  (.00)  (.50)  (.50)  (.50) 


2.55            2.55           2.75  2.75  2.t7 
mii.^ 


Otficiency  piymontt  551  5f0  43«  517  580  2.902 

Divtrtien  poymontt 


032  395  308  23(  172  1,303 

Net  leon/purcho«                 20  (01)  (9)  (25)  33  (18) 

CCC  ftorsto  eom                41  35  22  5  3  124 

CCC  invaitery  loot             183  (14)  (12)  (8)  (?)  M 

t;8t  nBj  ^o  ^15  ^m  jyu 


T^       "iS      "wo       '7M       "m       ITTO 

•  lUduced  «J%  from  $0.70  by  (;romm-lludman-Hellints  AcL 
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s*  BSSSSEBIxJBBKE 
Bconomk  activity  variM  marfcad^  bttitaaii  Aa  two 


conuatting  production  and  txport  acanarlot  oMch  lotuH  feoni  aaek. 
*    productioiv  " 


in  productkn,  axports,  not  axporti»  ditappaaronco  and  fladcs  1 
loan  scenario  and  the  maifceti^  loan  acanario  Aovn  in  Tabia  12  Impif  dttfaiont 
levels  of   economic   activity   and   farm    ineemaw      The  oconDmic    laipacti 
attributable  to  the  marketing  loan  are  revkepod  In  Tablet  IS  to  17. 


AUeJ2 

tweeni 

fcaskUan! 


Dif  lerences  Between  Maifceting  Loan  and 
"  >5cfnari9s 


ifufv     m7/it     iftt/w     mf/»o     mo/9i 

-------  •  -  -  mlL  cwtf  roitgh  equiv*  ••  -  --••••• 


Production  0  3t  51  53  M 

Disappearance  31  42  52  5«  5t 

Exportt  30  #0  4f  53  55 

Netexportt  32  %%  54  M  «« 

Ending  stodcs  -37  -45  -51  -41  -42 

1.  U^ai  Economic  Activity 

Table  13  provides  ostimates  of  oveimll  direct  aoonomlc  benefits  of  the 
marketing  loan  program,  charactorlaad  as  changes  In  eoenomlc  activity  or  not 
fkrm  income.  The  basic  loan  results  in  a  lower  level  of  overall  economic  activity 
in  and  around  the  rice  industry.  In  this  analysis,  the  basic  lean  Is  used  as  the 
baseline  case  from  which  increases  (or  decraasei)  bi  vartous  oeooomlc  actlvltlas 
pertaining  to  rice  production  are  measured.  Benefits  of  biaoased  rice 
production  under  tfie  marketing  loan  extend  beyond  Ae  farm  level  to  rice  mllBi^ 
and  export  operations  and  to  agricultural  input  Industries.  Benefit  Imsos  are 
experienced  by  owners  of  grain  storage  ficllities  due  to  the  dlcUnlng  level  of 
stocks  under  the  marketing  loan  scenario. 

Table  13 

0     MW/iO     if>ft/»i 


aop  pf«diieiloii 


Eiport 
Sieragt 

Net  farm  income 


f.lO 

0 

m 

MO 

270 

IS7 

I.MI 

I.SO 

H 

«9 

7t 

t% 

27 

a» 

l.)f 

•1 

M 

U 

72 

7* 

m 

1.25 

•M 

•% 

-4* 

^ 

*72 

•no 

Vartobte 

H 

•3 

ft 

M 

l» 

3M 

77 

2M 

•» 

%» 

SS) 

1.770 
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IcfMiMAi  miiblt 
b«M  fit  to  tt»  i^iciilturtl  ( 
•fr;rultHml  iRfRitt  wid  m 


ioiltiirtl  •conetny  md  rtwh  In  Incrtmd  wJttiof  ■VpUwt  of 
nnfloM  Id  ttMi  riot  IndttUfy*    bq^Hidid  flCVMI*  m 


t  only  a  ftv  of  tht  nojor  osptiiditum  by  rioo  proteOT.  CiyHol 
t  cottii  vhldi  fcpfOMot  ooonoMic  Mpfocwtion  w  sun  MocMnofyy 
■ro  wiMi^iot  foJitod  to  produetionk  and  wtrt  tfiototwo  sMod  to  vorliUo  costs 
to  Show  bsnsfHs  to  soppllors  of  tractsrs»  lrr||stloii  systoins  and  otfisr  cipltil 
oquipinsnt  whidi  wUl  bo  loplMod  at  a  fuatr  lato  «lion  produetlsn  Is  Mghv* 


Psr  unit  varlabls  costs  aro  ospoctsd  to  bo  approKlsnatoly  $l^5Ae«t  during 
too  1914-90  ported.    VIsrteblo  costs  por  acio  should  tecrsass  throurtwut  tho 

rriodL  but  incroasta^  yloldi  Should  snatetsbi  por  unit  costs  at  around  |l.25/cwt. 
odditton  to  tho  $S.25Ae«t  to  varteMo  oivmo%  anothor  %Mhmt  b 


capital  rsplacomont  ospansas.  Variabte  production  and  capital  ropteoomont 
costo  of  $3 JO  por  cvt  roprossnt  total  cumulativo  bonofitt  of  $1  /» 1  million  from 
tho  marfcotlnt  loan  durb«  the  19U-90  parted. 


hcroamd  production  and  oxporto  will  rosult  te 
dbappoaranooof  aS.rlooof31-5tmU.cwtundortoomarlmtlnf  loan.  Virtually 
all  of  this  incroassd  disappoaranco  wlU  bo  milted  ond,  thus,  fstes  to  too  rico 
mllUns  Industry  and  too  indOstry%  suppUors  will  rosuH. 

Variabte  costs  of  rIco  mUling  aro  inroKlmatoly  $lJO/cwt  of  roMjh  rieo. 
'     I  StJiSuten  In  1990/91  undsr  tool      ' 


bicroosod  oipondlturs  of  as  much  as  $t7  sKillten  In  1990/91  undsr  too  mailwtlng 
loan  wUlbenoflt  labor,  local  utllltte%  and  othor  toctors  of  production  te  the  rloo 
milling  Industry.  Oumutetteo  local  economic  bonofhs  duo  to  rIco  mllliM  total 
$S5t  million  from  too  marfcotb«  loon  durb«  too  1914-90  ported,  /tod  to  tho 
oxtsnt  toat  milling  nmrgtes  oscood  variabte  coots,  bidustry  profitabillly  also 


Export  oxpondltutos  aro  aates  to  tho  ssrrico  teduitrlos  asnctetsd  with  tho 
proooto  of  readying  sod  dollirormg  rloo  Isr  oi^ortb  ptes  gates  to  porto  f ' 
Thoto  ssrrloos  Incte''  vansportotion  fkom  miUs  to  porto  and  too  h 
loodlog  of  rIco  to  s:  .  Oi  avoroM,  costs  of  tvamportiog  and  loading  rloa  tor 
oiport  aro  ostteiai  to  vo  $1  J5/cwt.  Eaporto  ondor  too  maifcattea  loan 
program  will  ascood  9ociod  boste  loon  oxporto  by  botooon  SO  and  55  nuL  cwt 
annually  during  *o  ifU^^O  ported  and  provMo  cumutetlvo  addhtenal  local 
oconomk  benefits  of  $507  miUten  lor  tho  5-yoar  parted. 


As  oxporto  Incrooto  ywdor  tho  mailwting  teai^  carryovor  ttffftit  aro  dkawn 
down  towards  tho  USDA  taigot  of  50  miL  cwt.  Lower  ondteg  stocks  Imply  a 
dbninlihod  nood  for  storage,  and  toe  storage  teduslry  wiU  suffer  a  rodkictlon  te 
revonun  of  approximatoly  $1.10  per  cwt,  por  year,  siqual  to  toe  current  cost  of 
storing  rice.     Savings  te  storage  costo  will  aacood  $40  mllllon  per  yoor  by 


under  tho  marfceting  loon  are  oapoctod  to  be  more  than  50 
milllen  cwt  below  stocks  under  the  basic  loan.  Looses  te  revenue  isr  storafo 
aperaiois  fkom  differences  te  stock  teveb  durb«  the  1914-90  period  total  ^ 
■dlUon  for  the  marketing  teen,  te  actuality,  however,  sudi  losses  may  bo  offset 
by  storage  of  otoer  commoditios. 


Digitized  by 


Google 


842 


-H- 


flmtfyf  wt  Ineomt  of  riot  iwiri  miot 
policy  In  oftoct*  Not  Inoomo  it  oulnM  oo  orott  Inoomo  b 

I  vorMit  ootts  and 


costs.  Iliost  costs  occoiMt  for  only  C5  psrcmt  of  tfit  Ml  oesaooUe  coots  of  riet 

production  os  ostlmotod  by  USDA.  11ios»  out  of  tfiis  not  f 

still  coifsr  ffawd  costs  for  §snsrml  Urm  sursrhood,  t 

fontf  tlioir  ovn  Isbory  snd  ony  lotonis  to  too  copltol  wtty  iwo  1 


Haricot  inoomot  tht  incosw  from  rioo  salts,  Incrtosts  In  tbssiuts  ttrsM 
as  a  proportion  of  total  farm  raysnuas  ontfar  Aa  moilBoting  loon  aeanario  tfiraiHli 
IffO/f  1,  duo  to  tha  lncraasii«  laval  of  productian  and  rWai  prioaa  (Tibia  iQl 
Marfcot  lovamios  dsclina  M  poroant  durlM  *a  poriad  laiiar  tho  bosic  iaan» 


Govammont  poymonts  ara  rolitlvoly  siabia  undar  Aa  boaic  iaoiw  but  dacUno  25 
parcant  from  $921  to  $(M  million  botwaan  198i/ft7  and  1990/91  undar  tfia 
marfcatifif  loan.  Tha  cumuistlvo  oddHlonal  banofit  ta  iarmars  undar  *a 
marketing  loan  scenario  is  $34%  mlUon  mare  than  tha  bosic  iaan> 

T|bleJi 
Net  Parm  income  Uhdar  Tha  Two  Loon  Sconarioa 

1994/17       19t7/tt       I9>t|p^  1999/90      1990/91 

ftasicLoon 

Grom  Parm  Incomei 

Marfcot  bicome  9M  497  47^  ttl  49% 

Govemmant  Payments      %94  549  341  Ml  S29 

Total  l.%30  1,244  lt2%3  1,222  1,217 

Less  VariOMa  costs  Ui  313  323  330  3%1 

NM  7%3  731  7lt  492  474 

Marketlna  Loan 


Cross  Parm  Incomei 

Market  Income 
Covemmant  Paymenu 
Total 

33t 

928 
1,%44 

377 

92S 

1,303 

714 

S79 

1,393 

909 

74% 

1,373 

972 

49% 

1,444 

Urn  Variable  costs 
NM 

tt3 

7tl 

709 
79% 

713 

8i0 

toi 

772 

•77 
799 
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In  •ddhlon  to  alfectii^  tfw  mmmi  tneomt  flow  ric«lv«d  by  fr0vtri» 
aharnfttiv*  fovtmnMiit  riot  prognins  havt  an  impact  an  *a  vakit  «f  iMii  and  of 
ipacialisad  aqulpoMnt  awnad  1^  growart  ar  by  9ftm  invaitara.  In  mny  rioa 
growing  araai*  Ilia  ntxt  batt  oto  for  iMii  it  for  gmsing  cattli»  to  Hi  vakia  ki  ttia 
aboonea  of  rioa  production  ii  low.  Harvastod  rica  aioa  undar  *a  baiic  loan  ii 
Mojactod  to  ba  a  million  acros  lowar  In  lffO/»l  than  andtr  Aa  maifcatlng  loan. 
Ilia  matoiva  acioaga  idling  roquirad  undar  Aa  boiic  loon  oeonario  would  vory 
llcaly  retuh  in  pli^lcal  dttvioration  of  unutod  rica  iHid.  Coupltd  wMi  the 
lowar  iovol  of  fOrm  incomoi  this  oouM  raiult  in  a  dgnlfJcont  dKlbia  In  tha  vakia 
of  lond  md  ipocialliod  ayipniant  currantiy  uiod  for  rioa  productiona 


Tha  total  banaflclal  bnpact  of  tht  maikating  loon  on  lacal 
activity  during  19M-90  b  aitimatod  to  ba  $1«770  million.  In  eontrast  to 
diflarontlal  coots,  howavar,  thorn  bonofits  are  heavily  bedc-loaded,  wHh  abnoot 
to  percent  of  tham  materializing  In  Ae  final  S  years  of  the  period.  The 
additional  activity  otommbig  fkom  the  maifcatlng  loan  is  llcaly  to  ba  of 
considerable  Importance  In  ameliorating  the  fbrm  ciodlt  problem  and  the 
generally  depressed  rural  economies  of  the  rloe-growing  ttotes.  • 

2.  Aiif wato  Economic  Imaact 

The  proceeding  estimates  foil  to  copture  all  of  the  beneficial  economic 
Impoots  that  arito  from  incioaoed  production  and  expert  activity  wMrin  the  rice 
bidustry.  bicreased  man  hours  worked  an  fMms»  bi  rice  milling  end  otfwr  relstod 
industries  splH  over  into  local  communities  where  wotfcars  llva  and  ipend  thoa* 
Tbato  effects  «4ien  spread  out  over  Ae  entire  VS.  moy  not  seem  very  larger  but 
are  quito  signlficent  when  one  considers  the  regionally  concentreted  nature  of 
the  MS,  rica  bidustry  and  Its  bnportance  to  rural  communities  bi  the  Delto 
region,  Louisiana,  Southeast  Texas,  and  California  which  account  lor  meet  rice 
production  and  ndlUng. 

TKere  are  lour  dimensions  of  the  brooder  economy  for  which  program 
comparisons  cen  be  madei  the  trade  baknco,  oimloyment,  tax  revenue,  and 
consumer  expenditures.  Table  13  presents  ostbni  i  of  net  rice  exports  under 
the  two  scenarios  bi  terms  of  botfi  dellers  and  c  of  rough  rioa  aquhralont. 
Quantities  are  taken  from  Tables  7  and  8.  The  port  price  Is  estimated  by 
taking  the  farm  price  of  rice  Shown  bi  tfwoe  tebles  end  adding  variable  mllUng 
costs  of  $1.50  per  cwt  and  export  coots  of  $1.93  per  cwt.  This  was  ju^iod  to  be  a 
reasoneble  approximation  given  tfie  fKt  tfiet  the  expert  mix  is  llcaly  to  vary  by 
year  end  by  scenario^  o.g.  milled  versus  brown,  king  gmbi  versus  short  r  ' 
commercial  versus  PL  MO,  etc 
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For  tht  3-yMr  ptriod  at  «  frfwlt,  net  txporti  yndv  tfit  —iketlwf 
total  $3J  billion  convarad   to  only  $M  billion  undv  Aa  baalc   ' 


contrftution  of  $M  billion  to  tha  country^  intamatlonal  tradt  balanca.  Aoain, 
the  banafits  are  ooncantratad  in  the  last  3  yaan.  By  ttm  lato  IftOX  aMMaliiat 
exports  under  tfw  marfcatlng  loan  are  In  the  $700-$t00  minian  dollar  ranfo 
compared  to  only  about  $100  million  for  the  baiic  laaii» 

Bated  on  the  additional  exports  one  can  calcalato  Aa  bnpacti  on 
employ  men  tf  the  balance  of  trader  and  federaly  atotai  and  local  toiwfc  Tnaae 
impacts  are  thovn  In  Table  U.  The  Department  of  Agricultural  EoenooAic 
Retaarch  Service  hat  etHnMted  ftat  one  million  cwt  of  rloe  anortt  raaoltt  In 
239.7  |ebt  In  the  economy  «•  a  whole.  Thit  ettlmato  wmi  durlirad  fram  national 
biput-output  tablet  durb^  retearch  conductod  bi  connection  with  tfie  19t3  fvm 
biU  ddbata.  At  bidlcated  bi  Table  14,  the  maritetfa^  lean  It  ettlmated  to  h«re 
created  an  additional  t»310  |obt  durbig  the  current  teaton  and  mora  tfian  13,000 
jobt  by  the  end  of  tbtt  decade. 

Table  U 
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Sinoe  ntt  txporti  are  a  direct  addition  to  tfw  grots  national  proAict,  one 
can  alw  roui^ly  approKimate  tlit  llct|r  tffoct  on  ledera  ovommont  tax 
recoiptk  Ba«d  on  19t5  iigurti»  federal  tax  recelptt  equals  :^J  paroent  of 
CNP  while  state  and  local  tax  rooeipts  were  UjI  percent.  One  must  Miume  that 
the  economic  activity  rosuhing  from  a  higher  le^el  of  rice  exports  will  geneiate 
additional  tax  revenue  In  theso  proportions  since  there  is  no  way  of  directly 
estimating  it. 

As  indicated  In  Table  16,  fMeral  tax  receipts  over  tfw  5-year  period  rise 
by  a  total  of  $302  million  as  a  result  of  tm  marlceting  loan.  State  and  local  tax 
receipts  under  tfie  marketing  loan  rise  by  $220  million  over  the  3-year  period« 
with  most  of  this  amount  concentrated  In  the  rice  producing  states.  These  are 
conservative  figures  In  that  they  de  not  toke  into  account  any  multiplier  effects. 

Finally,  one  must  take  ipecial  note  of  how  the  eonsumer  benefits  from  this 
program.  Prices  have,  after  all  been  reduced  eonsiderably  —  from  about  $S.OO 
per  cwt  at  the  farm  level  a  year  ago  to  only  $3.60  per  cwt  as  the  piojected 
average  isr  the  current  season.  That  $%JlO  per  cwt  decline  is  equal  to  about  6  J 
cents  per  pound  on  a  milled  basis.  Retail  riee  prices  bi  the  US.  In  November 
19S6  averaged  %3.2  oentt  per  pound,  which  was  b)  fact  3.4  cents  below  a  year 
earlier.  Given  the  typldal  tog  between  changes  bi  farm  prices  end  changes  to 
retail  prices,  additional  price  reductions  are  probably  to  proopect.  And  for  the 
%0  percent  of  domestic  rice  use  that  goes  toto  brewing  or  food  processing,  the 
decline  to  prices  has  probably  been  much  faster  then  at  the  retail  leveL 

The  tadc  at  hand,  however,  is  to  compare  what  the  U3.  consumer  Is  paying 
under  the  markettog  loen  wHh  what  be  would  have  paid  under  the  basic  loaii»  To 
estimate  this,  the  difference  to  farm  prices  rfiown  to  Tabtos  7  and  8  is  multiplied 
by  domestic  use  under  current  policy  (after  sUbtracttog  10  mlL  cwt  of  residual 
disappearance),  to  addition.  It  is  assumed  that,  due  to  legs,  consumers  only  get 
70  percent  of  the  potential  benefit  to  the  first  year.  Nevertheless,  Ae  consumer 
sevlngi  shown  to  Tabto  16  total  $383  million  over  the  3  years.  Stoce  rice  Is  a 
suple  food,  these  sevings  are  experienced  mostly  by  tow-income  consumers. 
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ANNEX 


Pitcal  Y— r 

mo 

Iftl 
1982 
1983 
1980 
1985 
1986  tst. 

Sourc*:  FAS,  USDA 


Tablt  A-l 
OS.  Rice  Exportt 

PL  ao 

GSM  and  Total  ULS. 

CCCExDorti  Rict  Ekpotu 

I/)00MT 

708  2,935 

812  3,172 

188  2.911 

803  2,276 

1,080  2,293 

1,076  1,972 

fua.  2,200 


Share  of  Total 

Rict  Exports 

Under  Gov't  Program 

-  -  -  -  percent  -  -  -  - 

20 

26 

13 

33 

07 

33 
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190) 
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1900* 
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2,9)1 
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3,020 
3,700 
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000 

300 
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1.127             02* 

79*  025 
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1,030             772 
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075 
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000 
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Mr.  HucKABY.  If  the  gentleman  would  yield. 

Mr.  Penny.  I  will,  if  I  can  get  an  extra  minute  or  two  to  do  that 

Mr.  GucKMAN.  We  wiU  give  the  gentleman  an  extra  one  minute. 

Mr.  HucKABY.  The  USDA  data  for  Thailand  was  that  in  1985/ 
1986,  they  planted  9.6  million  hectares,  1986/1987,  9.2  million.  Pro- 
duction went  from  19.7  million  metric  tons  to  18.4. 

Mr.  Penny.  So  a  slight  reduction. 

Mr.  HucKABY.  There  was  some  reduction  but  not  a  major  reduc- 
tion. I  think  Mr.  Bor  is  certainly  right.  Thailand  has  held  most  of 
its  world  market. 

Mr.  Penny.  I  thank  you  for  that  information. 

Then  I  want  to  get  onto  the  price  support  mechanisms  of  your 
rice  and  cotton  programs.  Are  the  tcu^et  prices  scheduled  to  go 
down  over  the  remaining  years  of  this  farm  bill? 

Mr.  Cld^.  Yes,  sir. 

Mr.  Penny.  To  what  degree?  In  law,  not  proposed.  To  what 
degree  does  the  law  dictate  they  decline?  I  know  for  com  and  feed 
grains,  we  are  talking  I  think  10  percent  over  3  years,  if  the  law  is 
not  changed,  in  target  price  decline. 

Mr.  CuNE,  Ten  percent. 

Mr.  Penny.  The  same  for  you.  You  also  are  going  to  have  the 
floor  under  the  marketing  loan  raised  from  50  percent  to  70  per- 
cent of  the  loan  rate.  Do  you  think  that  is  going  to  have  an  effect 
on  competitiveness?  Are  we  seeing  the  world  price  come  back  up  so 
that  we  are  not  going  to  have  to  subsidize  to  as  great  an  extent  in 
order  to  keep  this  grain  going  or  keep  these  commodities  moving 
into  the  world  market? 

Mr.  Cline.  World  price  cotton  is  up  and  moving.  It  is  not  a  cost 
to  Federal  Government. 

Mr.  Penny.  You  have  it  above  the  loan  rate  right  now? 

Mr.  Cline.  Yes,  above  the  repa3rment  loan. 

Mr.  Penny.  Above  the  repayment  loan  rate,  the  50  percent. 

Mr.  CuNE.  Yes,  sir. 

Mr.  Bor.  Mr.  Penny,  in  the  case  of 

Mr.  Penny.  Do  you  expect  that  will  hold  true  as  this  moves  to  70 
percent  of  the  loan  rate? 

Mr.  CuNE.  Indications  are  that  it  would  hold.  No  one  knows  but 
the  projections  are  the  price  will  hold.  It  simply  goes  back  to  the 
point  that  production  will  be  reduced  on  a  worldwide  basis  rather 
than  all  the  production  being  reduced  in  the  United  States.  Every 
nation  sharing  its  fair  share  of  reduction. 

Mr.  Penny.  Mr.  Bor,  did  you  want  to  jiunp  in  on  that? 

Mr.  Bor.  In  the  case  of  nee,  occasionally  the  world  price  is  below 
the  floor  in  the  marketing  loan  program  but  there  is  the  Huckaby 
amendment  that  is  part  of  the  program  that  requires  the  Depart- 
ment to  make  certificates  available  for  the  difference  between  the 
floor  price  on  the  marketing  loan  program  and  the  prevailing 
world  market  price. 

As  I  said  earlier,  the  price  of  rice  has  been  terribly  depressed 
since — at  the  time  the  marketing  loan  program  became  effective 
€uid  it  is  still  depressed.  It  is  our  cuiticipation  that  as  the  world  ac- 
knowledges that  we  are  a  factor  again  in  the  market,  that  the  mar- 
ginal countries  will  be  reducing  their  production  and  the  price  will 
start  to  climb. 
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We  also  expect  as  population  increases,  demand  worldwide  will 
be  increasing.  The  anticipation  is  that  the  price  will  rise  over  time 
and  that  this  is  just  a  very  temporary  phenomenon. 

Mr.  Penny.  I  don't  have  €uiy  further  questions. 

Mr.  GucKMAN.  Thank  you.  Mr.  Nagle. 

Mr.  Nagle.  No  questions,  Mr.  Chairman. 

Mr.  GucKMAN.  Mr.  Jontz. 

Mr.  Jontz.  Thank  you,  Mr.  Chairman. 

I  would  like  to  ask  each  of  you  if  you  could  to  identify  the  mar- 
kets for  your  respective  commodities,  where  we  have  either  re- 
gained markets  or  where  new  markets  have  opened  up.  Fm  just  un- 
familiar with  where  our  markets  are  in  rice  and  cotton. 

Mr.  Cune.  The  cotton  markets  have  increased  both  in  the  export 
market  and  domestic  markets. 

Mr.  Jontz.  I'm  sorry. 

Mr.  Cline.  Both  in  export  markets  and  domestic  markets. 

Mr.  Jontz.  Would  you  identify  the  export  markets,  please,  by 
country. 

Mr.  Cune.  I  believe  the  records  will  show  that  all  of  people — all 
of  the  countries  that  are  buying  cotton  have  increased  their  pur- 
chases. I  will  try  to  furnish  you  that  information  on  a  country  by 
country  basis,  if  you  like. 

Mr.  Jontz.  We  have  increased  our  market  share  in  all  of  those? 

Mr.  Cune.  All  of  those  countries. 

Mr.  Jontz.  What  are  the  mcgor  markets  that  we  have? 

Mr.  HucKABY.  Would  the  gentleman  yield? 

Mr.  Jontz.  Yes. 

Mr.  HucKABY.  Japan  is  our  No.  1  buyer  of  cotton  followed  by 
Korea  and  Taiwan.  The  1981  farm  bill  had  us  priced  out  of  world 
markets  so  to  speak.  Korea  drastically  reduced  its  purchases  from 
the  United  States.  Today,  for  example,  Korea  is  buying  80  percent 
of  its  cotton  from  the  United  States.  They  can  buy  it  from  us  at  the 
world  price,  the  same  with  the  Japanese. 

Mr.  Jontz.  And  with  regard  to  rice? 

Mr.  BoR.  In  the  case  of  rice,  we  have  some  markets  in  the  Near 
East  like  Iraq.  We  used  to  have  Iran  as  a  major  purchaser  but  nat- 
urally that  has  been  eliminated.  The  European  Economic  Commu- 
nity is  a  purchaser.  Saudi  Arabia  is  a  buyer  of  rice.  Nigeria  in  the 
past  has  been  a  major  purchaser  of  rice  and  we  have  lost  a  sub- 
stantial market  there. 

Mr.  Jontz.  We  have  regained  that? 

Mr.  BoR.  We  hope  we  will  regain  it  but  at  the  moment,  we  have 
not.  One  of  the  problems  with  Nigeria,  in  the  course  of  the  last 
year  or  two,  was  that  its  economic  situation  had  been  very  poor 
and  the  result  was  that  it  was  not  in  a  posture  to  pay  hard  cash  for 
the  purchase  of  rice.  We  expect  that  country  does  give  the  poten- 
tial of  being  a  purchaser,  a  major  purchaser  of  rice  in  the  future. 

The  Philippines  have  been  a  purchaser  of  rice.  Senegal  and  other 
countries  in  Africa.  It  is  essentially  the  Near  East,  parts  of  Africa, 
and  the  Far  East. 

Mr.  Jontz.  Mr.  Chairman,  the  reason  I  asked  the  question  is  it 
appears  to  me  in  comparing  the  applicability  of  the  marketing  loan 
concept  for  wheat,  feed  grains,  and  soybecuis,  as  compared  to  rice 
and  cotton,  we  have  to  look  at  not  only  who  our  competitors  are 
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but  also  where  our  markets  are.  This  question  that  yon  raise  about 
the  debt  situation  in  Nigeria  and  the  barrier  that  has  been,  and 
their  economic  circumstances,  it  seems  to  me  apfdicable  to  the 
question  of  whether  we  can  increase  our  exports  in  wheat. 

As  I  understand,  a  lot  of  the  nations  where  we  can  substantially 
increase  exports  are  facing  a  debt  problem.  I  don't  know  if  this  is  a 
factor  or  not,  but  it  just  occurred  to  me  that  it  mi^it  be.  That  is 
why  I  did  want  to  get  on  the  record  some  analysis  of  where  those 
markets  are.  Clearly,  there  is  a  difference.  I  simfrfy  raise  that  issue. 

Mr.  Cline.  Bifay  I  add  to  that  that  the  export  market  for  cotton 
in  the  last  year  of  the  old  farm  bill  was  1.9  milli<m  bales  and  under 
the  first  year  of  the  new  farm  bill,  it  is  going  to  reach  almost  7 
million  bales;  a  tremendous  increase. 

Mr.  JoNTZ.  I  guess  my  question  is  this:  Under  any  set  of  circum- 
stances, would  we  be  able  to  get  that  sort  of  increase  in  markets, 
given  the  differences  in  where  we  sell  for  different  commodities. 

Mr.  GucKMAN.  Thank  you.  Mr.  Volkmer. 

Mr.  VoLXiiER.  If  Japan  opened  up  its  markets  for  rice,  would  we 
be  able  to  sell,  if  Japan  would  open  up  its  markets?  Would  we  be 
able  to  sell  there? 

Mr.  BoR.  If  Japan  were  to  open  its  market,  we  would  have  mar- 
velous opportunities  there  because  the  kind  of  rice  that  is  produced 
in  California,  which  would  be  very  much  in  demand  in  Japan,  and 
our  understanding  is  that  whenever  the  Japanese  have  had  an  op- 
portunity to  sample  the  California  rice,  that  they  have  found  it  a 
superior  quality  rice  and  one  to  their  liking. 

If  that  market  were  open,  the  marketing  loan  program  would 
give  us  the  opportunity  to  compete  effectively  and  Fm  sure  we 
would  gain  a  major  share  of  that  market. 

Mr.  VoLXiiER.  I  just  wcuit  to  point  out  that  to  me,  this  is  another 
instance  of  trade  barriers  preventing  our  products,  agricultural 
products  from  reaching  markets  that  we  could  compete  in.  We  find 
out  as  we  go  along  every  day  there  are  a  number  of  those  all  over 
the  world.  Maybe  we  will  be  able  to  do  that  some  day. 

Thank  you  very  much,  Mr.  Chairman. 

Mr.  GucKMAN.  Thank  you.  I  want  to  thank  both  of  you  gentle- 
men for  testifying  today.  We  appreciate  both  of  you,  and  particu- 
larly you,  Mr.  Bor,  for  coming  back  to  the  committee. 

The  next  group  is  a  panel  of  four  gentlemen,  Mr.  Wayne 
Boutwell,  president,  National  Cooperative  Council;  Mr.  Mark  Nest- 
len,  legislative  representative,  llie  National  Grange;  Mr.  Dave 
Haggard,  president,  American  Soybecm  Association;  and  Bfr. 
Shelby  Robert,  secretary/treasurer,  Louisiana  Farm  Bureau  Feder- 
ation. 

We  are  delighted  to  have  you  all  here  today.  I  would  suggest  that 
we  go  through  each  one  of  you  and  we  will  start  with  Mr.  Boutwell, 
go  to  Mr.  Nestlen,  Mr.  Haggard  and  Mr.  Robert.  Your  entire  state- 
ments will  appear  in  the  record.  If  you  want  to  try  to  summarize  to 
accelerate  the  process  so  we  would  have  more  time  for  questions, 
we  would  appreciate  that  very  much. 

Wayne,  why  don't  we  start  with  you? 
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STATEMENT  OF  WAYNE  A.  BOUTWELL,  PRESIDENT,  NATIONAL 
COUNCIL  OF  FARMER  COOPERATIVES 

Mr.  BouTWELL.  Thank  you  very  much,  Mr.  Chairman.  I  do  have 
a  full  statement  here  and  I  will  summarize  my  remarks.  I  am 
Wayne  Boutwell,  president  of  the  National  Council  of  Farmer  Co- 
operatives. 

At  the  time,  Mr.  Chairman,  that  we  testified  before  this  Commit- 
tee some  2  years  ago,  we  laid  out  for  you  three  basic  objectives  for 
fieurm  policy  in  this  country.  Number  one,  we  felt  like  it  was  abso- 
lutely essential  that  we  maintain  support  for  farm  income,  that  we 
have  a  program  that  provides  for  orderly  marketing  of  our  farm 
products  and  that  we  have  a  dependable  supply  of  food  for  the  con- 
sumers of  this  country. 

Given  what  had  happened  to  the  situation  that  we  found  our- 
selves in  the  1982/1983  period,  whereby  we  had  gone  through  a 
m£gor  acreage  adjustment  program  in  this  country,  and  you  might 
remember  the  PK  Program.  You  will  rec€dl  we  had  cut  some  124 
million  metric  tons  of  grain  in  this  country  at  the  same  time  our 
competitors  had  expanded  production  by  some  70  million  metric 
tons. 

It  became  very  clear  to  us  at  that  time  that  we  were  going  to  go 
into  a  situation  where  the  agriculture  in  this  country  was  going 
out  of  business,  if  we  continued  to  proceed  along  the  lines  of  our 
cutting  production  while  our  competitors  expanded  and  took  our 
market  shares  from  us. 

We  proposed  at  that  time  that  we  implement  a  fourth  objective 
and  that  is  that  we  be  price  competitive  and  we  felt  like  that  was 
absolutely  essential  for  the  health  of  American  agriculture  in  this 
country. 

On  page  2  of  my  written  testimony,  we  have  prepared  an  illus- 
tration of  the  Marketing  Loan  Program  compared  to  the  tradition- 
al Nonrecourse  Loan  Program.  I  would  just  point  out  to  you  that 
there  are  costs  associated  with  both  of  them.  The  cost  of  the  tradi- 
tional Nonrecourse  Loan  Program  obviously  in  the  case  where  the 
market  price  is  at  the  loan  rate,  is  the  target  price  deficiency  pay- 
ment, below  that,  once  the  Government  starts  taking  over  the  in- 
ventory, then  you  have  a  substantial  increase  in  Government  cost 
of  ownership  of  those  particular  commodities,  and  that  is  illustrat- 
ed by  the  area  below  that  chart. 

On  the  Marketing  Loan  Program,  there  are  still  costs  but  the 
cost  is  simplv  in  a  discounted  price  in  order  to  move  those  invento- 
ries before  they  become  in  the  lumds  of  the  Government,  Govern- 
ment inventories. 

You  will  see  illustrated  there  that  once  you  get  those  inventories, 

{ou  will  see  those  costs  tend  to  perpetuate  over  the  long  term. 
Fnder  the  traditional  program,  if  you  go  ahead  and  discount  the 
price,  move  the  inventories,  you  get  a  much  more  rapid  increase  in 
turn  around,  in  the  way  of  higher  prices. 

Well,  by  way  of  summary,  we  said  it  would  maintain  farm 
income.  It  has  done  that.  We  said  it  would  allow  us  to  be  price  com- 
petitive in  the  international  market.  It  has  done  that.  We  said  it 
would  reduce  price  depressing  stocks  in  this  country  for  those  com- 
modities. It  has  done  that.  We  said  it  would  reduce  the  need  for 
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acreage  adjustment  programs  but  when  one  was  needed,  it  would 
be  more  enective  and  we  think  it  has  done  that  with  iJie  hif^ier 
participation  rates  in  those  programs. 

We  said  it  would  encourage  competitors  to  help  bring  their 
supply  in  line  with  demand,  thereby  helping  us  to  a4)U8t  produc- 
tion when  over  supplv  exists,  and  I  think  you  heard  from  the  previ- 
ous witnesses  it  has  done  that. 

We  also  said  it  would  be  cost  effective  and  we  believe  the  cost  of 
the  programs  of  rice  and  cotton  and  the  fact  that  they  are  min^  to 
be  50  percent  down  in  fiscal  year  1988  is  indication  that  in  ract  it  is 
a  cost  effective  program. 

On  page  5  of  the  main  testimony  is  a  table  of  the  marketing  loan 
commodities.  You  have  heard  from  the  rice  and  cotton  already.  I 
have  added  one.  You  might  remember,  Bfr.  Chairman,  the  Honey 
Program  also  has  a  marketing  loan  program.  If  you  will  look  at  the 
righthand  column  under  the  honey  ch£^  you  will  see  the  problem 
there  was  imports  of  honey.  Most  of  the  domestic  honey  in  the 
United  States  was  going  into  CCC  inventories  whereby  the  hon^ 
we  were  eating  was  imported  honey  by  and  large.  You  wiU  see 
there  that  with  the  Marketing  Loan  Program,  there  has  already 
been  a  30  percent  reduction  in  the  import  of  honey  in  the  United 
States  and  we  are  beginning  again  to  consiune  honey  produced  in 
the  United  States. 

The  only  thing  I  point  out  on  these  tables  is  that  every  single 
percentage  change  in  every  one  of  those  rows  that  you  see  m  those 
tables  are  all  in  the  right  direction.  Every  single  one  of  them  has 
the  right  sign  associated  with  it. 

On  page  6  are  those  commodities  where  we  do  not  have  a  mar- 
keting loan  but  where  we  tried  to  get  competitive  by  simply  lower* 
ing  the  loan  rate  and  in  essence  drawing  another  line  in  the  dirt,  if 
you  will. 

The  percentages  there  are  some  in  the  right  direction,  some  of 
them  in  the  wrong  direction,  as  has  already  been  pointed  out,  in 
every  case,  the  stocks  are  up,  and  that  is  one  of  the  depressing 
things  about  the  grain  situation. 

In  this  country  on  the  grain  side,  U.S.  stocks  of  grains  total  com- 
pared to  1984/1985  will  be  up  225  percent  by  1986/1987,  compared 
to  an  increase  in  foreign  stocks  of  only  14  percent  over  that  period 
of  time.  That  suggests  to  me  that  tney  are  continuing  to  move 
those  inventories  in  the  market  relative  to  our  ability  to  do  so. 

Well,  it  is  clear  that  the  program  did  operate  as  it  was  intended, 
much  better  than  I  think  many  suspected. 

I  will  add  one  suggestion  that  we  hear  a  lot  of  talk  about  the 
marketing  loan  being  a  program  to  depress  prices.  Actually  the 
Marketing  Loan  Program  is  a  program  designed  to  get  prices  up 
over  the  long  haul,  because  the  Marketing  Loan  Program  simply 
says  that  we  are  going  to  be  price  competitive.  It  seems  to  me  that 
if  we  tell  our  competitors  that,  then  isn't  it  in  their  best  interest  to 
make  adjustments  to  help  us  get  the  price  up  rather  than  continu- 
ing to  try  to  get  the  price  down  just  under  one  of  our  loan  rates  in 
order  to  take  our  markets.  It  is  a  whole  different  philosophy  in  the 
marketplace. 

I  might  close  by  saying  that  I  did  have  the  opportunity  to  be  in 
Uruguay  during  the  opening  round  of  the  GATT  negotiations*  had 


Digitized  by 


Google 


357 

many  opportunities  to  visit  with  many  of  our  competitors  that  were 
there.  I  can  tell  you  from  firsthand  experience  they  are  all  ex- 
tremely upset  about  our  1985  farm  bill.  However,  I  can  also  tell 
you  that  when  you  suggest  that  we  might  implement  the  Market- 
ing Loan  Program  across  the  board,  they  absolutely  turn  ashen. 
That  is  everyone,  the  Australians,  the  Argentines,  the  Brazilians, 
the  European  community.  They  are  absolutely  fecuful  of  the  Mar- 
keting Loan  Program. 

I  came  away  convinced  from  there  that  the  reason  they  are  will- 
ing to  put  agriculture  on  the  fast  track  in  terms  of  this  negotiation 
is  because  of  the  1985  farm  bill.  My  opinion  is  if  you  want  that  fast 
track  to  be  reality,  implement  the  Marketing  Loan  Program.  They 
will  be  there  tomorrow. 

With  that,  Mr.  Chairman,  I  conclude  my  remarks. 

[The  prepared  statement  of  Mr.  Boutwell  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  GucKBftAN.  Tliank  you,  Wayne.  Next  on  the  list  is  Mr.  Mark 
Nestlen  with  the  National  Grange.  It  is  a  pleasure  to  have  you 
here. 

STATEMENT  OF  MARK  C.  NESTLEN,  LEGISLATIVE 
REPRESENTATIVE,  NATIONAL  GRANGE 

Mr.  Nestlen.  Thcuik  you,  Mr.  Chairman,  members  of  the  sub- 
committee. I  will  summarize  my  statement.  Tlumk  you  for  placing 
my  full  remarks  in  the  record. 

I  am  Mark  Nestlen,  legislative  representative  for  the  National 
Grange  headquartered  here  in  Washington.  It  is  an  honor  and  a 
pleasure  to  be  here  today  before  this  subcommittee  to  share  our 
ideas  and  concerns  with  the  marketing  loan  concept. 

First  of  all,  Mr.  Chairman,  please  understand  that  the  National 
Grange  supported  passage  of  the  1985  farm  bill  and  continues  to 
support  the  programs  of  the  1985  farm  bill  and  we  contend  that  it 
is  performing  many  of  its  objectives. 

However,  if  there  are  ways  that  this  law  can  be  improved  to 
reduce  costs  to  the  Treasury,  we  think  these  ideas  need  to  be  pur- 
sued. With  that  in  mind,  Mr.  Chaimum,  we  conunend  you  and  this 
subcommittee  for  holding  this  series  of  hearings  that  will  provide 
the  forum  to  have  the  debate  that  will  allow  all  of  us  to  have  a 
more  informed  decision. 

For  a  moment,  let  me  back  up  to  the  1985  debate.  The  primary 
concern  of  most  parties  involved  in  that  time  was  the  rapid  loss  of 
our  historical  market  shares,  and  we  can  see  that  concern  reflected 
in  the  1985  farm  bill  by  lowering  the  recourse,  the  nonrecourse 
loan  rates,  and  indexing  them  to  the  future  world  market,  provid- 
ing the  export  incentives  and  the  new  credit  program3  and  a  varie- 
ty of  other  ways  that  farm  bill  worked  for  an  increase  in  our  ex- 
ports. 

We  do  not  believe  that  policy  goal  has  chcuiged  at  this  time  and 
for  that  reason,  we  think  we  have  to  look  at  the  programs  that  are 
being  successful  €uid  implement  the  cause  of  that  success  in  the 
areas  of  the  1985  act  that  was  performing  sluggishly. 

In  our  judgment,  Mr.  Chairmcm,  that  tool  is  the  marketing  lo€ui, 
as  we  have  heard  many  times,  it  would  be  a  new  concept  for  the 
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wheat,  feed  grains  €uid  soybean  programs,  however,  it  is  in  place  at 
this  time  for  cotton,  rice  and  honey. 

Generally,  there  are  five  points  that  we  feel  make  this  approach 
attractive.  First,  the  marketing  loan  allows  the  U.S.  commodities  to 
be  competitive  on  the  world  market.  Second,  it  maint^ains  adequate 
income  support.  Third,  the  marketing  loan  eliminates  the  market 
interfering  aspects  of  the  current  program^.  Fourth,  the  marketing 
loan  forces  our  competitors  assurance  of  supply-management  and  it 
avoids  a  build  up  of  Government  surplus. 

As  I  mentioned,  the  marketing  loan  is  in  place  for  cotton  and 
rice.  The  program  has  been  successful.  The  producers  and  people 
involved  with  those  industries  are  very  well  satisfied  with  the  mar- 
keting loan.  I  won't  belabor  the  successes  of  that  program  any  fur- 
ther. We  have  had  a  very  thorough  discussion  on  that  this  morning 
with  people  that  are  a  lot  more  familiar  with  its  successes  than  L 

We  do  understand  as  again  mentioned  this  morning,  there  is  a 
difference  between  these  commodities  but  we  do  believe  that  the 
marketing  loan  should  be  applicable  for  wheat,  feed  grains  and  boj- 
beans.  We  feel  it  can  be  as  effective  as  in  cotton.  As  a  matter  of 
fact,  we  feel  that  if  it  is  a  pure  marketing  loan,  it  will  be  more  ef- 
fective possibly  than  it  currently  is. 

Mr.  Chairman,  by  ''pure"  I  mean  that  it  would  be  a  recourse 
loan  and  it  would  be  repaid  at  the  loan  level  or  the  market  price, 
whichever  is  lower.  We  are  concerned  with  simply  implementing 
the  marketing  loan  that  is  contained  under  the  1985  farm  bilL 
That  program  has  a  70  percent  floor  on  it,  which  means  that  the 
producer  pays  back  the  loan  at  no  less  than  70  percent  of  the  origi- 
nal loan  rate.  Moreover,  it's  a  nonrecourse  loan,  so  that  if  that 
price  falls  below  the  70  percent  level,  the  producer  then  has  an  eco- 
nomic incentive  to  forfeit  that  commodity  to  the  OCX!,  thereby 
building  up  our  surplus  stocks. 

We  oo  not  feel  that  program  would  remove  the  interference  in 
the  marketplace  and  it  may  not  allow  our  prices  to  follow  the 
world  competitive  levels,  but  instead  it  may  create  yet  another 
price  floor  which  our  competitors  can  continue  to  undercut. 

Let  me  suggest  that  one  of  the  reasons  that  our  exports  have  not 
increased  as  rapidly  as  we  would  like  to  see  under  me  1985  act  is 
price  certainty.  In  a  sense,  what  we  have  done  is  told  our  competi- 
tors and  our  customers  what  the  price  is  going  to  be  in  6  months, 
what  it  is  going  to  be  in  12  months  and  so  on  down  the  road.  Good 
business  sense  then  lets  them  buy  with  that  in  mind.  The  pure 
marketing  loan  would  remove  this  certainty  and  it  would  force 
both  those  customers  and  our  competitors  to  buy  and  sell  with  the 
market  in  mind. 

With  these  thoughts  in  mind,  Mr.  Chairman,  we  have  been  work- 
ing for  the  last  6  or  7  months  in  developing  a  program  which  we 
refer  to  as  the  grains  marketing  loan,  not  trying  to  take  the  credit 
away  from  Mr.  Roberts  or  Mr.  Stangeland  either  one,  but  that  is 
the  title  we  put  on  it  at  this  time. 

The  objectives  of  the  program  include  maintaining  farm  income, 
increasing  exports,  targeting  benefits,  efficient  resource  allocation, 
€uid  yes,  the  magic  word,  fiscal  responsibility. 

Again,  let  me  emphasize  that  we  are  not  asking  vou  as  the  Con- 
gress to  amend  the  farm  bill  in  the  next  month  ana  a  half.  We  are 
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simply  proposing  a  program  at  this  time  as  an  alternative  that 
needs  to  be  discussed  as  we  move  down  the  road.  As  a  matter  of 
fact,  before  we  would  even  seek  introduction  of  this  type  of  a  pro- 
gram, we  plan  a  very  extensive  economic  analysis  so  that  we  all 
will  know  exactly  what  this  program  would  do  in  the  long  run. 

I  mav  take  just  a  couple  of  moments  to  outline  briefly  what  The 
granges  proposal  does.  First  of  all,  the  loan  rate  would  be  set 
yearly  by  the  Secretaiy  at  the  national  average  cost  of  production. 
What  this  level  does  is  simply  guarantee  the  producer  to  stay  in 
business  over  the  long  run.  In  our  purely  competitive  industry,  the 
farmer  producers  where  his  marginal  costs  and  his  marginal  reve- 
nues are  equal  and  at  that  precise  point,  we  have  resources  suffi- 
ciently allocated.  The  farmer  will  pay  back  the  loan  rate  at  the 
lower  of  the  original  loan  rate  or  the  county  monthly  average 
market  price.  This  is  the  feature  that  allows  our  U.S.  commodities 
to  move  to  the  world  price  competitive  level. 

Since  our  proposal  is  a  recourse  loan,  the  commodity  could  not  be 
forfeited  but  instead  it  would  be  paid  back  and  we  could  avoid  the 
build  up  of  surplus  and  the  cost  of  storage  to  the  Treasury. 

Under  our  proposal,  the  current  target  prices  would  be  eliminat- 
ed. However,  with  the  increase  in  the  loan  rate  and  with  some 
other  features  of  the  program,  USDA  estimates  in  its  preliminary 
analysis  that  farm  income  would  remain  at  or  above  current  levels. 

Under  the  proposal,  the  acreage  reduction  program  would  be 
phased  out,  supply-management  programs  have  not  been  successful 
in  the  past  and  they  have  sent  a  signal  to  our  competitors  that  the 
United  States  is  unilaterally  willing  to  control  supply.  When  the 
ARFs  are  eliminated,  the  program  becomes  simpler  and  the  Gov- 
ernment gets  out  of  the  business  of  making  production  decisions 
€uid  it  places  those  production  decisions  in  the  lap  of  the  farmer, 
right  where  it  belongs. 

In  order  to  reduce  the  exposure  of  the  budget  and  target  the  ben- 
efits to  the  medium  sized  commercial  farms,  our  proposal  places  a 
cap  on  the  aggregate  amount  of  commodity  per  farmer  which  can 
be  placed  under  the  marketing  loan.  Any  production  over  that 
level  would  not  be  protected  by  the  Government,  it  would  be  sub- 
ject to  market  forces  and  it  would  be  planted  by  the  farmer  only  at 
his  own  business  discretion. 

The  last  two  brief  points  of  the  program  are  the  elimination  of 
the  commodities  certificates  and  the  elimination  of  the  export  en- 
hancement programs.  The  certificates  would  be  difficult  to  adminis- 
ter under  this  program,  in  the  out  years,  hopefully  there  is  going  to 
be  no  stocks  to  back  up  the  certificates,  so  the  removal  of  these 
would  be  to  the  benefit  of  those  parties  involved. 

Mr.  Chairman,  in  addition  to  maintaining  income  and  increasing 
exports,  our  program  will  place  the  production  decision  squarely  on 
the  shoulder  of  the  farmer.  He  will  plcuit  for  the  market;  he  will 
sell  for  the  market. 

We  believe  that  our  proposal  will  maintain  a  network  of  commer- 
cial farmers  that  will  be  an  integral  part  of  the  structure  of  rural 
America  and  the  country  as  a  whole.  USDA  suggests  this  program 
will  lower  food  prices,  increase  food  manufacturing  and  transporta- 
tion activities,  and  increase  purchase  of  farm  inputs.  These  exter- 
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nalities  are  a  benefit  to  the  macroeconomy  and,  we  believe,  will 
have  a  major  role  in  the  economic  recovery  of  rural  America. 

Mr.  Chairmcui,  once  again,  I  thank  you  for  the  opportunity  to 
present  our  ideas  before  your  committee  today,  and  at  the  end  of 
the  panel,  Fll  be  more  than  happy  to  try  to  answer  any  of  your 
questions. 

[The  prepared  statement  of  Mr.  Nestlen  appears  at  the  conclu- 
sion of  the  he€uing.] 

Mr.  GucKMAN.  Thank  you  very  much.  We  appreciate  your  testi- 
mony. 

Mr.  Haggard,  it's  a  pleasure  to  have  you  here  today. 

STATEMENT  OF  DAVID  HAGGARD,  PRESIDENT,  AMERICAN 
SOYBEAN  ASSOCIATION 

Mr.  Haggard.  Thcuik  you,  Mr.  Chairmcui. 

Mr.  Chairman,  I  am  Dave  Haggard,  president  of  the  American 
Soybean  Association.  I  am  a  farmer  from  the  State  of  Missouri. 
That's  what  I  try  to  do  for  an  income,  but  Fll  have  to  check  that 
for  the  time  being. 

In  order  to  abbreviate,  you  all  have  my  overall  presentation  in 
front  of  you.  I  will  try  to  be  brief,  so  we  can  have  give-and-take,  if 
there  are  any  questions. 

The  upshot  of  the  importance  of  the  soybecm  industry  is  that  it  is 
still  the  Nation's  No.  1  cash  crop.  Also,  up  until  the  beginning  of 
the  1980s,  the  soybecm  industry  alone  did  more  to  balance  the  UJS. 
trade  deficit  than  even  the  aircraft  industry.  I'd  like  to  point  that 
out  to  give  you  an  idea  of  what  we're  talking  about  in  an  industry 
that  we're  letting  escape  from  the  United  States. 

Mr.  GucKMAN.  You  do  know  that  half  the  airplanes  in  the  world 
are  made  in  my  hometown,  don't  you? 

Mr.  Haggard.  Yes,  sir.  I  knew  I  was  in  trouble  there.  [Laughter.] 

Well,  Mr.  Chairmcui,  unless  we  modify  the  existing  apprcMich  to 
the  Soybecui  Program,  we  believe  the  present  Soybean  Farm  Pro- 
gram will  continue  to  undermine  the  structure  of  the  entire  soy- 
hean  industry.  Today's  program  provides  inadequate  income  sup- 
port for  U.S.  soybean  farmers  and  has  the  perverse  effect  of  stimu- 
lating foreign  production,  undermining  our  international  competi- 
tiveness in  exporting  our  soybecui  industry  overseas. 

Since  this  foreign  production  frequently  eiyoys  the  benefits  of 
export  subsidies,  U.S.  exports  of  soybeans  and  soybecm  products 
face  a  difficult  challenge  to  be  competitive  in  the  world's  oilseed 
marketplace. 

Well,  I  think  that  the  best  point  I  could  possibly  make  for  our 
industry  is  that  we  look  back  at  where  we've  come  from  and  where 
we  are  today,  and  what  you  were  told,  Congress,  when  we  were 
working  on  the  1985  farm  bill,  we  would  be  looking  at  at  this  point 
in  time. 

Now  back  in  October  when  we  were  all  working  on  the  Hill  to 
try  to  devise  a  Soybean  Program  that  would  save  this  industry  and 
keep  it  in  the  United  States,  was  that  under  no  circumstances 
would  we  take  in — or  the  expense  of  the  program  of  over  $158  mil- 
lion. You  were  told  that  by  your  economists. 
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I  think  if  you  track  that  back,  as  best  as  I  can  understand,  those 
number-crunchers  originate  somewhere  within  the  USDA,  then 
CBO  and  0MB  lock  into  those  figures,  and  when  they're  handed  to 
you,  they're  in  Braille.  They're  hammered  out,  chiseled  in  Braille. 
So  you  all  were  given  this  figure  to  work  with,  to  devise  a  Soybecm 
Program — $158  million  is  what  you  were  told. 

Well,  those  people  did  that  in  good  faith,  I'm  sure.  I'm  positive 
they  did  it  in  go<xi  faith,  but  they  were  just  700  percent  off— 700 
percent  off.  We  know  that  today  by  looking  at  what  we're  looking 
at  in  the  CCC  Program,  in  the  hcuids  of  the  CCC  Program. 

Some  of  the  figures.  We've  got  385  million  bushels  of  soybeans 
that  are  in  default,  500  million  bushels  of  soybeans  in  CCC  owner- 
ship, and  from  the  1986  crop,  about  100  million  bushels.  This  is  a 
far  cry  from  what  they  told  you  you  would  be  lookmyg  at.  A  lot  of 
good,  sound  economists  and  ag  specialists  told  them  they  were 
wrong.  As  a  matter  of  fact,  the  same  number-cnmchers  that  gave 
you  these  figures  are  presently  working  out  the  new  figures,  and 
they're  about  ready  to  give  them  to  you. 

And  on  one  visit  to  one  of  them  in  the  USDA,  we  were  informed 
that  when  they  brought  supply  charts  together,  all  the  supplies 
and  all  of  the  demand  figures  that  they  had  at  their  disposal,  we 
were  going  to  nm  out  of  beans  by  August,  be  completely  out  of 
beans  by  August. 

Well,  if  that  were  true,  I  guess  we  should  be  looking  at  $8  or  $9 
soybeans  right  now.  But  we  know  that's  not  true. 

So  I  would  ask  you,  when  you're  given  these  figures,  please  ques- 
tion them.  They  don't  necessarily  reflect  what's  right.  They  were 
700  percent  off  last  time. 

ALso,  I  would  like  to  remind  you,  if  you  will,  there  are  some 
tables  in  the  back  of  my  summary,  table  2,  you  will  see  what  we've 
been  doing  with  the  soybecui  industry.  This  will  bring  home  the 
fact  that  we're  exporting  the  soybean  industry.  Essentially  what 
we're  looking  at  right  now  is  an  acreage  diversion  program  for  soy- 
beans, without  pay.  We're  diverting  acres  to  South  America  and 
Europe  and  China  and  Canada  and  Australia. 

I  mean  by  this,  the  Canadicuis  are  doing  it  through  rapes.  The 
Australians  are  getting  ready  to  do  it  with  lupins.  They're  going  to 
increase  20  to  30  percent  by— USDA  data,  by  the  way— China,  9 
percent  increase;  Canada,  a  20  percent  increase  in  rape.  The  EC 
has  established  an  attempt  to  be  self-sufficient  in  oilseeds  by  the 
year  1995.  Right  now,  they're  spending  $2  billion  on  oilseed  subsi- 
dies. They  subsidize  their  soybeans  at  the  rate  of  $15.75  a  bushel 
today,  direct  to  the  farmer. 

And,  of  course,  you  know  what's  happening  in  Latin  America. 
The  chart  will  show  you  that  they  are  rapidly — we  had  a  70  million 
acre  crop  in  1979,  70  million  acres  plcuited  in  the  United  States. 
We're  now  down  to  this  year  57  million  acres.  That's  our  diversion 
program.  It's  diverting  to  South  America,  to  the  EC,  to  Canada,  to 
China,  to  Australia. 

You  will  also  notice  that  I  have  in  those  charts  some  figures  on 
the  price  ratios.  This  is  what  governs  what  exports  the  crop.  Do- 
mestically, as  a  farmer,  as  a  soybecui  farmer,  I  also  grow  corn. 
Well,  most  of  our  soybean  farmers  grow  something  else.  The  ones 
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that  were  only  soybean  farmers  are  dinosaurs.  They're  abready 
showing  up  in  your  Federal  Farm  Credit  system  as  a  bankruptcy. 

But  your  diversified  farmer,  who  is  raising  com  and  soybeans, 
looks  to  the  com/bean  ratio  to  decide  what  to  plant.  Right  now,  if 
you  will  refer  to  the  chart  1,  the  bottom  graph,  it  will  show  you 
what  the  com/bean  ratio  is  domestically.  The  bottom  line,  as  it 
heads  down,  is  what  we,  as  domestic  soybecm/com  farmers  look  at, 
at  the  com/bean  ratio.  You  will  see  that  is  roughly  1.5  to  1. 

Well,  when  it's  below — the  2.4  is  neutral.  2.4  tells  me  either 
plant  soybecms  or  com — 2.4  to  1.  It's  1.5  to  1.  That  tells  me,  plant 
all  the  com  the  Government  will  permit  you  to  plant,  right  at  a 
time  when  you're  looking  at — ^what — a  $5  billion  surplus  of  com.  It 
tells  me  to  burrow  up  in  the  Com  Program  or  the  Grain  Sorghum 
Program.  Don't  plcmt  soybeans. 

But  look  at  what  it  shows.  The  reason  that's  that  way  is,  I  look 
at  the  target  price  for  com,  but  I  look  at  cash  price  for  soybeans.  I 
have  to.  Look  what  they  look  at  outside  the  United  States.  Outside 
the  United  States,  they  look  at  the  two  cash  prices.  They  don't 
have  a  target  price  for  com.  That's  3.6  to  1  in  Argentina,  Brazil, 
China,  Australia,  the  EC — well,  the  EC's  got  their  $15.75,  so  it's  a 
lot  more  than  that;  3.6  to  1  tells  them,  ''Don't  touch  feed  grains. 
Plant  soybeans."  So  what  we're  doing  is  exporting  not  only  the  soy- 
becm  farmer,  the  acres,  the  income,  but  the  entire  industry — proc- 
essing, the  processing  industry  also  is  going  to  go  with  it.  It  ali^dy 
has.  It's  already  headed  that  way. 

So  I  am  here  to  ask  you,  please,  help  us  design  a  program,  such 
as  these  other  gentlemen  have  just  referred  to,  that  will  as^st  us 
in  sending  out  the  message  to  the  world  tliat  we  do  bheridi  this 
industry.  It  was  once  our  very  best  industry,  and  we'd  like  to  keep 
it.  If  the  Europe€uis  think  it's  that  good,  maybe  we  should  think  it's 
a  little  better.  $2  billion,  they're  spending  on  it,  out  of  their  $70 
billion  ag  subsidy  budget.  CAP,  common  agricultural  policy,  is  cost- 
ing them  $70  billion,  their  upfront  cost  and  their  hidden  cost 
You've  got  to  put  both  of  them  together. 

Well,  in  short,  we're  asking  for  a  minimum — a  minimum — of  a 
$5.02  Income  Support  Program,  be  it  a  marketing  loan  or  a  produc- 
er option  payment.  There's  numerous  ways  the  USDA  can  go  after 
this,  if  they  want  to.  You've  already  given  them  the  discretion  to 
do  it.  They  can  do  it  within  the  1985  Farm  Program  if  they  want 
to,  but  they  have  chosen  to  take  the  world's  worst  route;  they^ve 
hung  us  out  to  dry  with  income  support  too  low  to  help,  yet  too 
high  to  clear  markets. 

They  gave  us  the  worst  of  both  worlds,  with  the  Force  56  loan, 
straight  loan.  If  it's  a  straight  loan,  it  tells  the  rest  of  the  world, 
"We're  going  to  support  the  Argentine  soybean  price,  just  as  well 
as  we're  going  to  support  the  U.S.  price."  We've  got  to  look  at  some 
scenario  of  a  marketing  loan. 

I'll  stop  here,  Mr.  Chairman,  and  be  around  for  questions. 

[The  prepared  statement  of  Mr.  Haggard  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  GucKMAN.  I'm  sure,  Dave,  we'll  have  some  questions  for 
you. 
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We  have  one  more  witness  on  this  panel,  Mr.  Shelby  Robert,  sec- 
retary-treasurer of  the  Louisiana  Farm  Bureau,  Baton  Rouge,  Lou- 
isiana. 

STATEMENT  OF  SHELBY  ROBERT,  SECRETARY-TREASURER, 
LOUISIANA  FARM  BUREAU  FEDERATION 

Mr.  Robert.  Thank  you,  Mr.  Chairman\and  members  of  the  sub- 
committee. My  name  is  Shelby  Robert.  V^sl  soybean  and  livestock 
producer  from  Ascension  Parish.  I  own  a  diversified  farming  oper- 
ation which  includes  500  acres  of  soybeans.\l  might  add,  this  figure 
is  down  from  1,800  acres  in  1984. 

I  am  presenting  this  testimony  today  on  behalf  of  the  Louisiana 
Farm  Bureau  Federation,  which  I  serve  as  secretary-treasurer.  The 
Louisiana  Farm  Bureau  Federation  is  the  largest  farm  organiza- 
tion in  Louisiana,  representing  over  10,000  soybean  farmers. 

In  my  testimony  today,  I  would  like  to  give  you  a  brief  overview 
of  the  present  situation  facing  soybean  farmers  in  Louisiana  and 
also  state  our  position  on  Farm  Program  alternatives  for  soybeans. 

The  economic  situation  faced  by  soybean  farmers  in  our  State 
over  the  last  3  years  is  nothing  short  of  disastrous.  Louisiana  soy- 
bean farmers  have  been  faced  with  a  combination  of  below-cost-of- 
production  prices,  adverse  weather,  and  detrimental  Government 
decisions  affecting  the  soybean  industry. 

In  general,  the  overall  viability  of  the  soybean  industry  in  our 
State  is  jeopardy.  Eight  years  ago,  soybean  acreage  in  Louisiana 
was  3.5  million,  which  made  it  the  largest  crop  in  the  State.  In 
1986,  acreage  fell  to  1.95  million,  and  there  are  estimates  that  it 
will  drop  below  1.5  in  1987  unless  some  action  is  taken. 

In  1983,  the  average  price  received  by  farmers  nationwide  was 
$7.81  per  bushel.  In  1986,  USDA  estimated  an  average  price  of 
$4.70  per  bushel,  a  decline  of  40  percent.  As  an  outlook  for  1987 
prices,  futures  prices  for  November  are  currently  in  the  $4.60  to 
$4.70  range. 

Louisicuia  State  University  states  that  the  cost  of  production  for 
even  the  more  efficient  Louisiana  farmers  is  around  $5  per  bushel. 

To  add  to  the  problems  fac^  by  our  soybecm  farmers,  we  have 
experienced  3  consecutive  years  of  adverse  weather. 

The  problems  facing  soybean  farmers  in  Louisiana  are  also  show- 
ing up  as  problems  with  agricultural  credit.  In  recent  meetings 
with  the  Jackson  Farm  Credit  Bank,  offidals  tell  us  that  the  over- 
whelming majority  of  problem  and  loss  loans  are  characterized  by 
soybean  production  as  the  main  component  of  a  farming  operation. 

In  addition  to  low  prices,  there  are  other  problems  that  are 
shared  by  soybean  farmers  across  the  country.  Recent  chcuiges  in 
the  FGIS  grade  standards  increased  the  discount  levels  for  dam- 
aged soybeans  two  to  three  times.  We  have  made  continuing  argu- 
ments that  these  are  not  necessary  and  were  an  overreaction  to 
quality  complaints  from  overseas  customers.  The  net  effect  of  these 
changes  was  the  same  as  a  price  reduction,  since  both  affect  the 
net  price  received  by  the  farmer. 

Currently,  U.S.  soybean  farmers  are  also  faced  with  the  imposi- 
tion of  import  duties  by  the  EEC.  As  you  are  aware,  the  EEC  has 
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not  imposed  import  duties  on  soybeans  since  1962.  Also  the  EEC 
represents  the  larcest  customer  to  U.S.  soybean  producers. 

The  Louisiana  Farm  Bureau  Federation  believes  that  maintain- 
ing the  soybean  industry  in  Louisiana  is  vital  not  only  to  our  mem- 
bers who  are  producers  of  this  crop  but  also  to  the  entire  economy 
of  the  State.  Soybeans  are  the  No.  1  cash  crop  in  Louisiana,  but 
unless  something  is  done,  we  stand  a  chance  of  losing  a  substantial 
part  of  this  industry. 

While  all  the  problems  we  have  identified  cannot  be  cured  by 
Government  action,  we  believe  that  some  measures  must  be  taken 
to  provide  soybean  producers  with  additional  Government  farm 
prc^am  support.  The  Louisiana  Farm  Bureau  is  a  strong  support- 
er of  the  1985  farm  bill  and,  in  general,  does  not  support  any  mcgor 
changes  in  its  direction. 

We  are  particularly  pleased  with  the  cotton  and  rice  provisions 
which  were  developed  imder  the  leadership  of  this  conmuttee.  The 
current  farm  bill  does  provide  options  to  the  Secretary  of  Agricul- 
ture to  improve  the  Soybean  Program.  As  you  are  aware,  the  Sec- 
retary has  the  option  of  implementing  the  marketing  loan  for  soy- 
beans, but  to  date  has  failed  to  do  so. 

Provisions  in  the  soybean  title  allow  the  Secretary  to  provide  for 
the  repayment  of  loans  at  world  prices.  We  are  strong  supporters  (rf 
this  concept,  as  evidence  of  the  success  of  the  marketing  loan  in 
the  Rice  and  Cotton  Programs. 

We  believe  that  soybeans  would  also  react  favorably  to  a  market- 
ing loan.  It  would  send  a  signal  to  our  competitors,  particularly  Ar- 
gentina and  Brazil,  that  the  United  States  intends  to  have  its  soy- 
beans competitively  priced  in  all  markets  both  domestic  and  foi^ 
eign. 

The  marketing  loan  is  the  ideal  mechanism  for  allowing  our  spy- 
beans  to  be  competitively  priced  and  yet  provide  an  adequate  meas- 
ure of  support  for  soybean  producers.  We  urge  the  Secretary  to  use 
his  discretion  to  implement  a  marketing  loan  for  soybeans  at  a  rea- 
sonable level.  Implementing  this  option  would  provide  the  quickest 
and  cleanest  form  of  support  for  our  producers.  In  fact,  the  Secre- 
tary could  implement  a  marketing  loan  for  the  1987  crop  of  soy- 
beans. 

Failing  to  do  so,  we  strongly  support  legislative  efforts  to  man- 
date the  implementation  of  a  marketing  loan  for  soybeans. 

We  strongly  endorse  the  efforts  of  Congressman  Huckaby  in  his 
introduction  of  a  marketing  loan  for  soybeans.  His  bill  provides  a 
meaningful  level  of  support  for  soybean  producers  at  $6  per  bushel, 
while  at  the  same  time  allowing  the  price  of  our  commodity  to 
trade  at  competitive  world  prices.  It  would  also  provide  that  acre- 
age eligible  for  such  marketing  lo£ms  would  be  maintained  at  or 
near  current  levels. 

We  are  aware  that  similar  legislation  has  been  introduced  in  the 
Senate.  We  also  realize  that  Congress  is  budget  conscious  and  will 
carefully  consider  all  Farm  Program  outlays. 

In  our  opinion,  the  marketing  loan  concept  is  the  most  cost-effi- 
cient and  effective  marketing  tool  for  soybeans.  If  implemented, 
the  cost  of  the  program  would  decrease  as  it  takes  effect,  due  to  the 
market  reactions  and  price  increases.  This  approach  is  veiy  much 
marketoriented.  We  wish  to  point  out  that  if  the  current  situaticm 
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continues  in  the  soybean  industry,  stocks  will  continue  to  build, 
OOC  forfeitures  will  increase,  as  will  overall  Soybean  Program 
costs  to  the  Govemmeiit. 

Now  is  the  time  for  most  effective  action  to  reverse  the  potential- 
ly large  buildup  of  soybean  stocks  and  avoid  soybeans  from  being 
in  the  same  surplus  situation  as  com  and  wheat. 

In  stunmary,  we  believe  some  action  is  needed  to  aid  soybean 
producers.  Tms  is  our  organization's  No.  1  priority.  We  also  believe 
that  the  marketing  loan  is  the  most  practical  approach  available  at 
the  present  time.  If  implemented  at  reasonable  levels,  we  could 
support  a  marketing  loan  for  soybeans  being  implemented  either 
adn^inistratively  or  mandated  through  legislation. 

Whichever  approach  is  taken,  we  urge  that  it  be  done  promptly. 
The  futuro  of  the  soybean  industry  in  Louisiana,  as  well  as  most  of 
this  country,  depends  on  it. 

Gentlemen,  thank  you  for  allowing  me  the  opportunity  to 
present  this  testimony  today. 

[The  propared  statement  of  Mr.  Robert  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  GucKMAN.  Well,  thank  you  all  for  your  testimony,  and  I  am 
most  appreciative  that  we  have  brought  out — I  think  this  is  the 
first  time — maybe  in  Jerry's  subconunittee  you  talked  about  it— 
but  this  is  the  first  time,  I  think,  this  year  in  a  hearing  process 
that  we  have  talked  about  the  very  peculiar  and  serious  problems 
that  soybeans  are  facing  in  the  world  markets  and  particularly  the 
problem  as  it  relates  to  substitution  with  com. 

I  would  ask  my  first  question  to  Mr.  Haggard.  If  we  were  to  go 
with  a  marketing  loan  in  soybeans,  should  we  not  go  with  one  in 
com  as  well,  in  order  to  not  prevent  some  unanticipated  conse- 
quences? 

I  guess  what  Tm  concerned  about  is,  in  the  way  where  we  have 
got  these  programs  mismatched  now,  I  don't  want  to  do  something 
that  remismatches  them  on  the  other  side.  And  so  I  think  we  have 
to  be  pretty  cautious  about— let's  say,  if  we  went  with  the  Huckaby 
approach  of  the  $6  marketing  loan  with  soybeans,  I  don't  want  to 
turn  com  producers  back— I  don't  want  to  reemphasize  the  prob- 
lem; I  want  to  do  something  that  tries  to  neutrsdize  the  substitu- 
tion issue  as  well,  internally. 

I  wonder  if  you  have  any  thoughts  on  that? 

Mr.  Haggard.  Yes,  sir.  First,  I  guess  I  should  say,  if  you  want  to 
know  what  com  wants,  we  need  to  ask  the  com  growers,  since  I 
can't  speak  for  them. 

Economic€dly  speaking  and  personallv  speaking,  we  miss  the 
target,  if  we  try  to  deny  that  that  ratio  aoes  not  exist.  It  definitely 
does.  And  any  economist  of  anv  type  that  I  have  ever  imderstudied 
will  point  to  that  right  off  the  bat,  that  thero  is  a  rolationship. 

I  know  Congressman  Huckaby  and  I  have  talked.  Thero's  a  rola- 
tionship between  cotton  and  soybeans.  As  a  cotton  farmer,  you  just 
move  the  decimal  over  one,  to  decide  whether  it's  cotton  or  soy- 
beans. If  it's  50  cent  cotton,  it  should  be  $5  soybeans. 

The  relationships  are  there.  Substitutions  aro  going  to  take 
place.  As  a  livestock  feeder,  I  can  feed  soybean  meal  or  com  or 
wheat.  I  can  substitute,  and  will.  The  market  will  just  tell  me  what 
to  do.  You  can't  defy  the  market. 
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So,  yes,  we  must  consider  these  relationships  or  we  have  what  we 
have  today.  You've  got  a  prime  example.  You've  got  an  industry 
that  was  overlooked,  either  purposely  or  unintentionally.  It  was 
overlooked. 

Now  there  were  some  people  who  used  to  be  here  in  Washing- 
ton— it's  my  great  hope  they're  here  no  longer — ^who  would  have 
looked  the  other  way  and  gladly  sacrificed  this  industry  in  order  to 
save  some  bank  loans.  I  hope  they're  out  of  town  now. 

Mr.  GucKMAN.  Well,  I  want  to  make  sure  that  in  attempting  to 
deal  with  your  problem — I  assume  if  we  set  that  loan  rate  too  lu{^ 
even  at  a  marketing  loan  level,  that  you're  going  to  have  a  lot 
more  substitution,  and  we've  just  got  to  figure  out  where  that  ap- 
propriate number  would  be,  in  order  not  to  encourace — even  with 
the  base  limitations  imder  the  current  farm  bill,  we  d  have  to  set 
that  number  so  as  not  to  encourage  large  numbers  of  cotton  pro- 
ducers or  com  producers  domestically  to  go  into  soybeans,  and  with 
the  goal  of  trying  to  get  the  overseas  people  to  stop  producing. 

We  have  to  be  really  careful,  and  I  thmk  those  of  us  now  realize 
that  the  interrelationship  of  crops  are  something  that  have  to  be 
dealt  with  before  we  make  any  kmd  of  mcgor  change. 

Have  you  endorsed  the  $6  marketing  loan?  Have  you  endorsed 
the  Huckaby  bill,  your  organization? 

Mr.  Haggard,  it's  within  our  guidelines;  yes,  sir,  a  minimum 
$5.02  income  enhancement,  so  it's  within  our  guidelines,  and  it  now 
is  simply  a  marketing  loan  with  restrictions.  We  have  no  ARP^s 
whatsoever.  If  there  are  any  ARP's  to  be  stuck  in,  we're  out. 

We  do  not  want  to  further  export  this  industry,  and  that's  what 
an  acreage  reduction  program  would  do.  And  if  it's  done  in  this 
manner,  it's  mv  understanding,  the  payment  limit  will  not  apply  to 
the  difFerential,  which  is  also  in  our  proposal. 

Mr.  GucKMAN.  You  mean,  if  it's  done  in  the  manner  that  j^u 
don't  have  any  acreage  reduction  program  at  all,  there  is  no  pay- 
ment limit  to  the  payment  you'd  get  under  a  marketing  loan? 

Mr.  Haggard.  Under  the  marketing  loan,  yes.  There  is — ^well, 
there's  an  overall  limit  of  the  $550,000  limit  on  the  loan,  the 
amount  you  can  borrow,  but  that's  the  difference — it's  $200,000, 
which  would  pretty  well  cover  most  all  of  your— you'd  have  to  be  a 
big  farmer  to  not  meet  that  cat^ory.  So  it  would  tcurget  the  right 
people. 

Mr.  GucKMAN.  OK.  In  your  discussions  with  the  administration, 
is  there  any  interest  whatsoever  in  implementing  a  mcu-keting  loan 
in  soybeans? 

Mr.  Haggard.  I  can't  tell  where  thev  stand  right  now.  For  a  year 
and  a  half  now,  they've  said  simply,  We  understand  you've  got  a 
heck  of  a  problem,  but  our  hands  are  tied." 

I  don't  know  where  their  hands  are  tied,  who's  got  them  tied,  or 
why,  but  as  far  as  we,  as  an  industry,  are  concerned,  we've  just 
been 

Mr.  GucKMAN.  Do  vou  know  what  the  fisccd  impact  would  be  of 
a  $6  marketing  loan  the  first  fiscal  year? 

Mr.  Haggard.  Well,  of  course,  when  you  go — once  again  we  have 
to  go  back  to  our  economist  roles.  I  guess  the  easiest,  most  simple 
thing  to  say  is,  soybeans,  upon  announcement  of  a  marketing  loan, 
might  fall — with  the  tremendous  stocks  we've  got — ^we  have  in  CXX3 
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storage  right  now  the  equivalent  of  the  entire  Brazilian  crop — the 
entire  Brazilian  crop  in  storage  right  now. 

If  you  dump  that,  we  mignt  see  prices  go  as  low  as  $4,  OK.  If 
you've  going  to  hold  income  at  $5,  we're  talking  a  2  billion  bushel 
crop.  That  would  be  2  billion 

Mr.  GucKMAN.  So  2  billion  at  a  dollar,  and  it's  4  billion  at  $2. 

Mr.  Haggard.  And  2  billion  would  be — coincidentally  or  per- 
versely, that's  exactly  what  the  EC  is  spending  on  their  little  bitty 
oilseed  crop. 

Mr.  GucKMAN.  OK.  Well,  I  think  we  ought  to  try  to  get  together 
with  the  administration  and  seriously  talk  about  the  option,  be- 
cause I  am  also  very  worried  about  the  interrelationship  with  the 
com  crop,  and  I  think  it  is  a  serious  problem  for  you. 

Mr.  Haggard.  Now  with  com,  I  am  able  now  to  PIK  and  ROLL, 
which  is  close  to  a  marketing  loan,  when  I  go  through  the  PIK  and 
ROLL  process,  and  that's  handled  by — the  post-accoimting  price 
governs  how  well  that  works. 

The  one  thing  I  must  say  before — we've  got  to  watch  the  GATT 
legality  of  the  whole  thing.  We've  got  to  watch  if  we  want — for  soy- 
beans, that's  one  half  of  our  export  market,  so  we  must  pay  atten- 
tion to  the  GATT  legalities. 

Mr.  GucKMAN.  Well,  do  you  have  any  reason  to  believe  that  a 
marketing  loan  in  soybeans,  a  straight-out  marketing  loan,  would 
violate  GATT? 

Mr.  Haggard.  I  get  mixed  signals.  Clayton  Yeutter,  at  one  time, 
felt  it  would  simply  bring  them  to  the  bargaining  table  (|uicker  and 
make  them  stop  doing  what  they're  doing,  which  is  just  totally 
stealing  our  soybean  market.  But  his  staff,  on  the  other  hand,  told 
me,  well  it  womd  be  GATT  illegal. 

Mr.  GucKMAN.  It  would  be  what? 

Mr.  Haggard.  They  thought— his  staff  thought  it  might  be 
GATT  illegal.  I'm  not  a  lawyer,  international  trade  lawyer,  but 
that  needs  to  be  a  concern  of  ours  as  we  hammer  this  out. 

Mr.  GucKMAN.  We'U  move  down  and  maybe  we'll  come  back 
afterwards. 

Mr.  Huckaby? 

Mr.  Huckaby.  Thank  you,  Mr.  Chairman. 

Shelby,  I  want  to  certainly  welcome  you  to  the  subconunittee.  We 
appreciate  you  coming  up  and  testifying. 

Mr.  Chairman,  I  thmk  Shelby's  testimony  pointed  out  the  desper- 
ate plight  of  the  soybean  farmer  in  regions  where  that's  the  main 
crop,  that's  all  you  grow.  In  Louisiana,  we've  gone  from,  a  few 
years  ago,  3.5  million  acres  to  1.5  million  acres  today,  and  unfortu- 
nately most  of  the  2  million  acres  is  now  in  the  possession  of  the 
Federal  Land  Bank  or  Farmers  Home  Administration. 

Truly,  the  plight  of  the  farmer  who  only  raises  soybeans  today, 
whether  he  is  in  Minnesota  or  New  Jersey  or  Louisiana,  is  desper- 
ate, and  I  think  we  do  need  to  address  this  situation  this  year,  to 
turn  this  situation  aroimd  for  next  year  at  the  very  latest. 

Wajrne,  I  certainly  want  to  welcome  you  to  the  subcommittee.  I 
think  if  there  is  a  father  of  the  marketing  loan,  I  personally  would 
have  to  give  credit  to  Mr.  Boutwell.  I  guess  it  was  in  1984  in  a  res- 
taurant in  San  Antonio,  Texas,  Mr.  Boutwell  sketched  his  propos- 
als  
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Mr.  GucKMAN.  In  a  where? 

Mr.  HucKABY.  To  me  at  that  time. 

Mr.  GucKMAN.  You  said  in  a  restroom?  [Laughter.] 

Mr.  HucKABY.  In  San  Antonio,  Texas,  at  the  National  Cotton 
Council  convention. 

Mr.  GucKMAN.  OK. 

Mr.  BouTWELL.  A  restaurant. 

Mr.  HucKABY.  Mr.  Haggard,  as  you  know,  I  have  introduced  a 
bill  which  we've  agreed  to  modify  to  meet  your  concerns.  There's 
no  mention  of  any  acreage  at  all. 

H.R.  985,  which  is  now  cosponsored  by  Mr.  Madigan,  Mr.  Emer- 
son, and  others,  calls  for  just  a  simple,  straightforward  $6  market- 
ing loan  for  soybe£uis. 

Does  the  American  Soybean  Association  support  this  legislation? 

Mr.  Haggard.  Yes,  sir. 

Mr.  HucKABY.  Thank  you. 

Mr.  Chairman,  you  mentioned  concern  about  the  com/soybean 
ratio,  and  the  danger  of  setting  the  loan  level  for  soybeans  too  hifi^ 
Mr.  Haggard  and  I  reviewed  these  numbers  last  night,  and  with  $6 
support  for  soybeans,  the  numbers  overwhelmingly  favor  staying  in 
com.  They're  not  going  to  move  into  soybeans.  And  at  $6  sojrbeans, 
the  mcu-ket  price  of  cotton  says  you'll  stay  in  cotton.  You  won't 
move  to  soybeans. 

I  think  it's  significant,  a  msgor  breakthrough,  as  far  as  I'm  con- 
cerned, that  the  American  Soybean  Association  is  specifically 
saying,  ''We  want  a  marketing  loan.  We  want  $6.  At  the  very  least, 
we  want  $5.02.  We  want  $5.02  now." 

I  think  it  would  be  ideial  if  the  administration  would  implement 
the  $5.02  marketing  loan  this  year.  Moreover,  even  though  we  have 
large  stocks  in  soybeans,  it  is  nowhere  near  the  problem  that  we 
have  in  com  and  wheat. 

I  think  a  cost  analysis  of  this  $6  marketing  loan  is  going  to  have 
to  take  into  account  the  forfeitures  and  what's  going  to  happen  if 
we  continue  the  existing  program  today.  I  don't  think  j^u're  going 
to  find  the  cost  nearly  as  high  as  the  $3  to  $4  billion  that  was  pro- 
posed. 

Mr.  Boutwell,  would  you  and  your  organization  support  a  $6 
marketing  loan  for  soybeans? 

Mr.  Boutwell.  Yes,  we  would,  Mr.  Huckaby.  We  think  it's  abso- 
lutely essential  that  the  problem  in  the  soybean  industry  be  ad- 
dressed. That  ratio  between  com  and  soybeans  is  out  of  balance 
and  clearly  in  favor  of  com,  as  indicated  here.  So  clearly  we've  got 
to  do  something. 

I  might  just  add  on  the  cost  of  that  program  that  the  Depart- 
ment, I  understand — they're  carrying  a  cost  estimate  of  soybeans  of 
some  $200  million  in  the  current  estimate.  That  is  way  under  what 
the  cost  of  that  program  will  be  if  we  continue  on  the  track  that 
we're  on  now. 

So  clearly,  if  you  net  out  what  the  program  is  going  to  cost 
anyway,  if  you  go  to  the  marketing  loan  program,  you'll  see  real 
quick  that  over  the  long  haul  you  can't  afford  not  to  go  to  the  mar- 
keting loan  for  soybeans. 
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Mr.  HucKABY.  Mr.  Robert,  in  your  testimony  you  pointed  out 
that  the  Louisiana  Farm  Bureau  supports  a  $6  marketing  loan  for 
soybeans. 

Is  that  an  ample  level?  Could  the  farmers  who  are  still  farming 
just  exclusively  soybeans  in  Louisiana,  in  the  South,  could  they 
survive  at  that  level?  Could  they  make  a  profit? 

Mr.  Robert.  They  could  make  a  small  profit.  It  wouldn't  be  a  big 
thing,  but  $6  would — it  would  have  to  come  soon,  because  the  help 
is  needed  now  for  the  1987  crop.  If  it  was  for  the  1988  crop,  we'd 
lose  a  lot  of  farmers  this  year.  But  $6  would  certainly  help  a  tre- 
mendous amount. 

Mr.  HucKABY.  Mr.  Nestlen,  could  you  comment  briefly?  Would 
your  organization  support — I  realize  you  have  a  separate  proposal, 
but  would  you  support  the  concept  of  a  $6 

Mr.  Nestlen.  The  numbers  we  have  right  now  for  a  cost  reduc- 
tion in  soybeans  is  $5.82,  but  that  is  with  the  fact  that  com  would 
be  lower  than  the  target  price  on  com.  So  with  the  substitute  prob- 
lem there,  we  would  probably — I  don't  want  to  make  a  comment  on 
it,  but  we  would  look  at  it  with  the  substitute  problem  with  com 
being  lower  and  our  proposal  at  $5.82,  but  we  would  definitely  look 
favorably  at  any  kind  of  a  marketing  loan  that  would  implement  it 
for  soybeans,  and  very  possibly  we'd  support  the  $6  level. 

Mr.  HucKABY.  Well,  $5.82  is  a  lot  closer  to  $6  than  $5.02  is. 

Mr.  Nestlen.  Than  $5.02.  By  the  way,  Mr.  Huckaby,  that  in- 
cludes total  cash  expenses,  capital  replacement,  and  net  land  rent. 

Mr.  Huckaby.  Mr.  Chairman,  in  conclusion,  just  a  comment.  Pro- 
jections are  that  this  year  we'll  plant  some  76  million  acres  of  com, 
61.5  million  acres  of  soybeans. 

To  me,  the  soybean  industry  is  on  the  verge.  It  could  go  either 
way.  I  think  if  this  committee,  this  Congress,  would  act,  we  could 
send  clear,  strong  signals  to  Argentina  and  Brazil,  and  they  would 
react,  I  suspect,  iust  as  the  cotton  producing  countries  have.  They 
would  cut  back  their  production.  I  think  we  would  see  a  temporary 
decline  in  the  price  of  soybeans,  but  I  believe  within  a  year,  a  year 
and  a  half,  we  would  see  the  soybean  mai:ket  come  back  strong. 

I  thank  each  of  you  gentlemen  for  your  comments,  especially 
you,  Mr.  Haggard. 

Mr.  GucKMAN.  Thank  you.  Its  been  pointed  out  to  me  that  I 
failed — since  Mr.  Marlenee  wasn't  here,  I  should  have  commenced 
by  calling  on  the  minority  side,  so  Tm  going  to  call  on  two  minority 
people  next. 

So  rU  start  with  Mr.  Roberts. 

Mr.  Roberts.  We,  in  the  minority,  gratefully  accept  your  hospi- 
tality, Mr.  Chairman. 

If,  in  fact,  the  Dorgan-Pennv  Bill,  as  introduced  several  days  ago, 
was,  in  your  comment — ana  I  guess — I  think  I  can  quote  by 
memory — "the  most  exciting  program  alternative  that  we  have 
had" — I  would  describe  the  marketing  loan  as  a  good  bottle  of 
wine.  It  is  aging  well,  but  I  unfortunately  can't  get  too  many 
people  to  drink  it. 

When  Wayne  and  I  first  sponsored  our  marketing  loan  farm  pro- 
gram dance  2  or  3  years  ago,  we  invited  all  commodity  organiza- 
tions to  come  and  enjoy  themselves  and  to  not  only  have  a  good 
time,  but  to  achieve  some  economic  recovery.  Wayne  and  I  opened 


Digitized  by 


Google 


370 

up  the  doors,  and  we  got  Arlen  to  stand  at  the  ticket  box  and  some 
others  in  the  Senate,  and  we  sat  as  wallflowers  for  such  a  long 
time. 

Finally,  Jerry  Huckaby  took  some  pity  on  us  and  brought  his 
rice  and  cotton  girlfriends  over,  and  we  danced  with  them,  and  the 
longer  that  they  danced  with  us,  Wayne,  why  by  golly,  the  better 
they  liked  it. 

Now  maybe  the  girls  all  get  prettier  at  closing  time.  I  don't 
know.  [Laughter.] 

It's  about  closing  time  in  our  rural  areas,  and  I  just  hope  sooner 
or  later  my  wheat  and  feed  grains  friends  will  come  and  truly 
dance  with  us,  Wayne,  because  I  still  think  we're  playing  a  Ray 
Price  number  second  to  none. 

Tm  going  to  make  a  statement  on  top  of  that  nonsense,  and  I 
really  mean  that,  because  I  am  going  to  quote  the  Minority  Leader 
of  the  Senate,  and  if,  in  fact,  the  administration  wants  to  lower  the 
target  price,  it  seems  to  me  they'd  better  get  Bob  Dole  and  a 
number  of  Republicans  who  have  accompanied  him  on  various 
farm  summits  in  line.  Bob  has  said,  I  think,  in  speaking  for  all  of 
us,  that  we're  not  going  to  do  anything  with  that  ts^^t  price, 
unless  we  do  something  with  the  economic — pardon  me — wiui  the 
Export  Enhancement  Program  and  make  it  across  the  board,  or  a 
marketing  loan. 

Now  you've  got  two  avenues,  it  seems  to  me.  Well,  you  have 
more  than  that.  You  can  do  nothing  and  continue  to  limp  along 
with  slow  death,  but  I  don't  think  anybody  here  wants  that. 

But  under  the  Export  Enhancement  Program,  the  subsidy  goes  to 
the  exporter,  and  under  the  marketing  loan,  it  goes  to  the  rarmer. 
Now  that's  the  difference. 

Under  the  EEP,  we  get  into  all  sorts  of  foreign  policy,  I  guess, 
bizarreness.  We  offer  the  EEP  to  Poland  and  to  China,  who  are 
Communist  countries,  but  not  to  the  U.S.S.R.  We  offer  the  EEP  to 
the  freedom-loving  people  of  Syria  and  Libya,  but  not  to  the 
U.S.S.R. 

That,  to  me,  seems  to  be  most  bizarre.  Under  the  EEP,  we  are 
spending  a  billion-two  under  a  program  that  was  a  budget  accident 
The  only  way  they  passed  the  budget  in  the  Senate  2  years  affo  is 
to  satisfy  one  Republican  Senator  who  said,  "I  need  sometning 
done  on  exports,"  and  that's  how  the  thing  came  about.  That's  why 
we  don't  apply  it  to  our  regular  customers.  We're  still  trying  to  use 
it  as  a  selective  trade  policy  tool.  We've  made  some  progress  there. 
We've  had  some  markets— what— 36  percent  of  the  market  share 
last  year  in  wheat. 

If  we  spent  the  same  amoimt  for  the  marketing  loan,  I  dare  say 
we  would  be  in  a  lot  better  shape. 

I  think  the  real  reason  that  we're  not  really  using  the  marketing 
loan,  (|uite  frankly,  gets  very  political,  and  I  have  to  say  that  this 
administration  bears  part  of  that  responsibility.  We're  still  using 
the  farmer,  especially  for  foreign  policy  purposes.  We  don't  apply 
the  EEP  to  our  regular  customers,  as  I've  indicated.  The  cost  of  the 
program  has  been  maligned  from  the  first.  In  regard  to  the  market- 
ing loan,  we're  onlv  spending  $25  billion  not  uaina  the  marketing 
loan.  In  terms  of  foreign  poUcy  considerations,  Mr.  Huckaby  can 
testify  that  the  first  people  that  he  heard  from  was  the  State  De- 
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partment  and  our  allies  over  in  the  SEATO  alliance,  et  cetera,  et 
cetera. 

Sure  it  makes  our  competitors  unhappy.  But  when  we  have  our 
competitors  in  here,  and  we  sav  "marketing  loan/'  and  I  act  at  the 
chairman's  request  like  a  Doberman  pinscher  on  a  leash,  and  I 
growl  and  say,  you  know,  ''marketing  loan,"  and  you're  right, 
Wayne,  they  turn  ashen.  And  there  are  people  in  tms  town  who 
don't  want  to  raise  the  cost  of  food,  if,  in  fact,  farm  prices  go  up. 

So  we're  still  using  the  farmer.  I  think  we  have  a  paradox  of 
enormous  irony,  and  I  would  simply  ask  my  colleagues  to  reread 
Wayne's  testimony  on  page  9  where  he  goes  down  sll  of  the  situa- 
tions that  are  still  in  effect  in  regards  to  farm  country.  We're  still 
limping  along;  we're  still  not  getting  there  from  here.  And  then  fi- 
nally he  says,  "Surely  the  burden  of  proof  should  now  be  with 
those  who  oppose  this  implementation,  rather  than  those  who  had 
advocated  its  use  for  some  time." 

Mr.  Chairman,  I  know  that  somehow  or  other  in  the  infinite 
wisdom  of  the  Budget  Committee  that  we're  going  to  be  asked  to 
cut,  what,  a  billion-five  or  maybe  $2  billion  from  the  ag  budget.  I 
suggest,  however,  that  if  we  can  work  something  out  in  r^ard  to 
the  budget  exposure,  now  is  the  time  for  the  marketing  loan,  if 
there  ever  was  a  time.  Had  it  been  implemented  2  years  ago,  we 
wouldn't  be  nearly  as  sick  and  tired  of  being  sick  and  tired. 

I  credit  you  all  for  being  here  and  testifying  in  favor  of  this  con- 
cept, and  if  rice  and  cotton  have  come  to  the  dance — and,  Dave,  if 
you  want  to  dance  with  us,  welcome  aboard — and  we'll  keep  play- 
ing the  tune  as  long  as  we  can  and  hope  we  get  all  of  the  commod- 
ities on  board. 

And  I  thank  the  chairman. 

Mr.  GucKMAN.  I  thank  my  colleague.  I  would  be  glad  to  dance 
with  him,  if  he'd  ever  ask  me  to.  piiaughter.]  I'd  rather  dance  with 
his  wife,  actually.  [Laughter.] 

Mr.  Roberts.  I  don't  think  I'll  touch  that  one,  Mr.  Chairman.  I 
think  we'll  just  let  it  go  right  on  by  the  board. 

Mr.  GucKMAN.  Mr.  Emerson. 

Mr.  Emerson.  Thank  you,  Mr.  Chairman. 

Yesterday,  the  Cotton,  Rice,  and  Sugar  Subcommittee  heard  tes- 
timony from  a  broad  range  of  cotton  producers  and  ginners,  and 
their  comments  were  directed  toward  the  cotton  title  of  the  1985 
farm  bill  and  the  impact  that  section  has  had  upon  the  domestic 
cotton  industry. 

If  there  is  one  point  on  which  there  was  almost  universal  agree- 
ment among  these  diverse  producers  and  ginners,  it  was  that  the 
marketing  loan  has  revitalized  the  cotton  industry.  Surely  we  have 
a  model  to  look  at  there. 

We've  got  different  commodities,  and  we've  got  different  econom- 
ic input  that  has  to  be  considered  vis-a-vis  those  commodities,  but  if 
there  is  a  program  that's  working  well  under  the  1985  farm  bill,  it 
is  the  Cotton  Program.  And  I  think  we  need  to  look  very  closely  at 
it  and  see  how  we  may  help  these  other  commodities,  using  that  as 
a  model. 

The  marketing  loan,  we  were  told,  has  imposed  new  supply  disci- 

Eline  on  foreign  producers,  no  longer  assured  of  a  price  floor  by  the 
r.S.  loan  rate.  It's  made  the  U.o.  producers  price  competitive  in 


Digitized  by 


Google 


372 

world  markets,  moving  stocks  of  domestic  cotton  and  clearing  mar- 
kets. 

I  think  that's  the  most  important  factor  we  have  to  look  at  as  we 
consider  the  plight  of  the  wheat,  soybean,  and  feed  grain  commod- 
ities. We  all  realize  there  are  important  differences  between  cotton 
and  the  feed  grain  markets.  There's  no  guarantee  that  the  market- 
ing loan  would  necessarily  have  the  same  dramatic  impact  for  com 
and  soybeans  that  it  has  had  for  cotton  and  rice.  However,  the 
marketing  loans'  potential  to  make  our  producers  more  competitive 
in  world  markets  and  to  begin  clearing  stocks  of  surplus  commod- 
ities, in  my  opinion,  warrants  our  most  serious  consideration  of  ex- 
tending this  program  to  commodity  programs  within  the  jurisdic- 
tion of  this  subcommittee. 

I  want  to  commend  each  of  our  witnesses  here  for  the  very  valu- 
able statements  that  they  have  made  today,  and  they've  all  had 
good  statements,  and  I  want  to  say  to  Mr.  Haggard,  who  is,  coinci- 
dentally,  my  constituent  from  Steele,  Missouri,  that  I  think  that 
the  statement  that  he  has  made  on  behalf  of  the  Soybean  Associa- 
tion is  one  of  the  most  honest  economic  statements  that  has  come 
before  this  subcommittee  or  any  subcommittee  on  which  I've 
served  since  I've  been  in  Congress.  I  think  they've  done  a  very  good 
economic  analysis. 

You  know,  at  the  time  we  were  considering  soybeans  in  the  1985 
Farm  Bill,  there  were  very  dramaticcdly  changing  factors  affecting 
the  soybean  industry.  Soybeans  had  been  in  a  unique  position  for  a 
long  time,  and  I  suppose  it  was  assumed  that  they  would  forever 
remain  so;  however,  we  know  now  that  that  was  not  true. 

I  think  they  have  done  some  very  good  economic  deduction  here 
and  have  laid  a  very  fine  basis  on  which  we  should  seize  upon  for 
consideration  of  their  different  factors  that  have  gone  into  why  the 
soybean  industry  domestically  faces  the  problems  that  it  does 
today,  and  I  think  they've  laid  a  blueprint  there  for  which  we  may 
find  a  way  out  of  this  morass. 

I  certainly  commend  Chairman  Huckaby  for  his  leadership  in  his 
$6  marketing  loan  bill,  which  is  where  I  think  we  ought  to  at  least 
start  to  address  this  problem,  and  I  don't  think  there's  any  doubt 
that  the  problem  has  got  to  be  addressed  and  addressed  soon.  We're 
only  kidding  ourselves  if  we  lay  it  off  for  any  greater  length  ci 
time. 

The  opportunity  is  here.  We  should  seize  it,  and  I  think  we 
should  act  in  that  regard.  I  think  we  need  some  people  down  here 
from  the  OMB  and  the  Department  as  soon  as  possible,  and  we 
should  have  an  understanding  before  we  invite  them  that  we're 
going  to  discuss  reality  and  not  some  pie-in-the-sky  notion.  Let's 
look  at  the  facts  as  they  exist. 

Thank  you. 

Mr.  GucKMAN.  Thank  you. 

Mr.  Penny. 

Mr.  Penny.  Thank  you,  Mr.  Chairman. 

Mr.  Nestlen,  you  indicated  that  you  were  running  numbers  on 
your  marketing  loan  plan,  and  I'm  curious  to  know  now  far  along 

!rou  are  in  that  effort  and  what  kind  of  budget  numbers  you're 
ooking  at. 
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Mr.  Nestlen.  EAS  at  USDA  has  been  running  numbers  off  of 
our  proposal  based  on  the  1985  farm  bill  program.  The  first  set  of 
numbers  have  come  back  with  the  loan  rates  for  1988-89  for  wheat 
set  at  $3.56,  com  at  $2.42,  and  soybeans  at  $5.82. 

Mr.  Penny.  The  wheat  loan  again? 

Mr.  Nestlen.  Wheat  is  $3.56. 

Mr.  Penny.  And  excuse  me.  You  have  no  target  price? 

Mr.  Nestlen.  There  is  no  target  price.  Target  prices  are  elimi- 
nated. 

Mr.  Penny.  Com  is  $2.42? 

Mr.  Nestlen.  $2.42.  Soybeans  is  $5.82. 

Mr.  Penny.  $5.82? 

Mr.  Nestlen.  As  I  indicated  to  Mr.  Huckaby,  all  of  those  num- 
bers include  the  total  cash  expenses,  plus  capital  replacement,  plus 
net  land  rent. 

Now  we  have  a  concern  with  that  number,  and  we're  asking  for 
another  loan  rate  to  be  given  to  us  that  does  not  include  net  land 
rent.  And  the  reason  for  that  is  the  fact  that  if  you  put  net  land 
rent  into  the  cost  of  production,  you  then  cause  a  spiraling  up,  arti- 
ficially supporting  land  value.  Every  year,  if  your  cost  of  produc- 
tion increases,  your  loan  rate  increases,  and  you  artificially  support 
the  cost  of  fannland,  and  I  don't  think  any  of  us  wanted  to  go  back 
and  relive  the  1970's  again  in  moving  that  fam>land  up  at  artificial 
levels. 

Mr.  Penny.  Don't  you  also  influence  where  these  commodities 
might  be  grown,  if  you've  got  a  factor  for  land  that  is  obviously  dif- 
ferent from  one  region  of  the  country  to  another,  but  your  average 
could  then  encourage  more  production  in  those  regions  where  those 
land  prices  are  reafly  lower,  wouldn't  they? 

Mr.  Nestlen.  It  could  be,  because  what  we  would  be  doing  is 
moving  our  production  to  those  areas  of  the  coimtry  that  are  more 
efficient  in  the  production  of  that  particular  commodity. 

If  we  move  com  to  one  part  of  the  country,  wheat  to  another 
part  of  the  countrv,  we're  becoming  more  efficient,  and  that's  a 
driving  goal  behind  this,  is  allocation  of  resources  being  done  effi- 
ciently. 

Now  the  problem,  if  you  don't  include  land  rent  in  there,  is  the 
goal  of  the  loan  rate  is  to  provide  that  level  where  marginal  cost 
and  marginal  revenue  are  equal,  so  that  in  the  long  run,  the  pro- 
ducer will  produce,  as  long  as  he  covers  his  fixed  cost.  In  the  short 
nm,  all  he  has  to  cover  is  variable  costs  to  stay  in  business.  Then 
in  the  long  run,  he  has  to  cover  all  costs  to  stay  in  business. 

And  so  to  do  that,  we've  got  to  include  land  rent  in  the  cost  of 
production  to  provide  that  long-run  guarantee  that  he's  going  to 
stay  in  business. 

Now  your  immediate  reaction  with  the  elimination  of  the  target 
price  may  be  that  we  have  damaged  farm  income.  But  with  the 
elimination  of  the  acreage  reduction,  we  protect  that.  Let  me  say 
that  the  first  set  of  numbers  we  had  run  immediately  eliminated 
acreage  reduction.  When  this  program  would  go  into  effect,  there 
would  be  no  acreage  set-aside  requirement. 

Budgetary  numbers  are  forcing  us  to  go  back  and  look  at  that  in 
the  phase-in  proposal,  so  there's  not  going  to  be  as  inmiediate  an 
effect  on  that  as  there  would  be  if  it  was  eliminated  immediately. 
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But  let  me  also  say  that  our  goal  in  farm  income  in  this  is  not  to 
increase  farm  income.  That  is  not  a  goal.  Our  goal  is  to  maintain 
farm  income  at  its  current  level;  1986  net  farm  income  was  $89  bO- 
lion.  Net  farm  income  is  not  the  problem  in  agriculture  today.  Debt 
is  the  problem  in  agriculture  today.  There's  a  net  debt  of  approxi- 
mately $185  billion  in  a^culture.  That's  a  carrying  cost  of  $18  to 
$20  bUlion  a  year  for  agricultural  debt.  That's  the  problem,  not  net 
farm  income. 

So  our  goal  is  not  to  increase  farm  income,  but  to  maintain  bam 
income  at  that  level,  and  we  can  do  that  by  roducing  the  acreage 
reduction,  eliminating  a  target  price,  provicUng  that  stable  floor  at 
the  cost  of  production,  keeping  in  business  in  the  long  run,  pay  it 
back  at  whatever  the  market  is.  If  the  market's  a  dollar,  that's 
what  we're  going  to  pay  it  back  at.  No  70  percent  floor. 

So  he's  got  that  loan  differential  pa3rment  as  an  income  stability 
if  the  price  falls. 

Mr.  Penny.  And  the  overall  cost? 

Mr.  Nbstlen.  A  lot  of  the  overall  cost  depends  on  where  j^u 
place  the  cap,  and  we  certainly  do  not  have  a  cap  placed  at  this 
time,  because  we're  seeing  at  what  level  we  can  put  everything  in. 

For  example,  let's  take  a  cap  of  $250,000  per  farmer.  Now  when  I 
say  "the  cap,"  I'm  talking  aggregate,  meaning  that  if  a  particular 
farmer  produces  wheat  and  com  or  com  and  soybeans,  he  could 
place  no  more  than  $250,000  total  of  the  two  commodities. 

But  if  we  look  at  $250,000  for  a  targeting  and  a  reduction  of 
budget  exposure  on  wheat,  that  would  be  70,000  bushels  that  we 
wotild  be— approximately  that  we  would  be  allowing  under  the 
marketing  loan.  For  com,  it  would  be  108,000  bushels;  for  soybeans, 
it  would  be  43,000  bushels. 

We're  lookhig  at  different  levels;  $250,000,  we're  looking  at 
$200,000;  we're  looking  at  $125,000.  The  original  numbers  were  run 
at  $500,000.  When  we  ran  $500,000,  we  knew  it  would  be  too  hi^ 
but  we  wanted  to  see,  and  so  it  would  be  unfair  to  quantify  what 
the  cost  of  the  program  would  be,  based  off  of  that  $500,000  cap. 

Mr.  Penny.  I  would  appreciate  your  organization  sharing  with  us 
the  various  runs  that  you  do  on  the  cost  of  the  program  at  those 
different  levels. 

Mr.  Nestlen.  I'd  be  more  than  happy  to  do  that  as  we  receive 
them,  Mr.  Penny. 

Mr.  Penny.  I  would  appreciate  as  well — I  assume  that  that's 
going  to  include  for  us  some  assessment  of  what  that  does  to  total 
farm  income? 

Mr.  Nestlen.  Yes,  it  will. 

Mr.  Penny.  That  would  be  very  helpful. 

I  thank  you  for  your  testimony. 

Mr.  Haggard,  I  know  that  you  had  some  criticisms  of  the  way  the 
numbers  are  run  downtown  here,  and  a  lot  of  us  share  that  same 
concern.  I  think  it  might  be  fair  to  summarize  that  you  think 
they're  "full  of  beans"  down  there,  when  they 

Mr.  Haggard.  I'll  certainly  vote  for  that. 

Mr.  Penny.  Mr.  Chairman,  I  don't  have  any  further  questions. 

Mr.  GucKMAN.  Mr.  Jontz. 

Mr.  Jontz.  Thank  you,  Mr.  Chairman. 
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Mr.  Haggard,  you  expressed  something  less  than  complete  satis- 
faction in  your  aealings  with  the  Department  in  trying  to  sell  the 
marketing  loan  concept  for  soybecms. 

Mr.  Robert,  have  you  had  any  contact  with  USDA  about  this 
idea? 

Mr.  Robert.  We've  had  some,  yes,  but  not  to  any  avail. 

Mr.  JoNTZ.  What  have  you  learned  from  that? 

Mr.  Robert.  Pardon. 

Mr.  JoNTZ.  What  have  you  learned  from  that?  What  have  they 
told  you? 

Mr.  Robert.  I  think  they're  leaning  more  toward  it  now  than 
they  were,  but  3  weeks  ago,  they  were  totally  opposed  to  it,  and  I 
think  they're  listening  now. 

Mr.  Jontz.  Mr.  Haggard,  you  cited  the  figure  of  $70  billion  the 
EEC  is  spending  to  subsidize  agricultural  production;  is  that  cor- 
rect? 

Mr.  Haggard.  Yes,  sir.  That's  both  the  overall  EC  budget  for 
common  agricultural  policy,  what  they  call  CAP,  and  the  individ- 
ual country's  expenses. 

Mr.  Jontz.  And  what  was  the  figure  for  soybeans  specifically? 
Did  you  cite  a  specific  figure? 

Mr.  Haggard.  So  far  $2  billion. 

Mr.  Jontz.  $2  billion. 

Mr.  Haggard.  That's  the  cost  this  year. 

Mr.  Jontz.  You  cite  in  your  testimony  at  the  bottom  of  the  first 
page  that  foreign  production  frequently  enjoys  the  benefit  of  export 
subsidies. 

Can  you  talk  about  the  export  subsidies  just  briefly  that  some  of 
our  other  competitors  engage  in? 

Mr.  Haggard.  Yes,  sir.  We're  aware  of  Canadian  subsidies  for 
rape.  They  come  in  various  wasrs,  such  as  the  crow's-nest  freight 
advantages  they  give  them  through  the  Canadian  Railroad  Ssrstem. 

The  Canadiain  Marketing  Board,  of  course,  is  another  form  of 
subsidy.  Very  tricky,  though.  It's  hard  many  times  to  nail  down, 
since  they're  an  innshop  operation. 

We  have  subsidies  in  Brazil.  They  guarantee  their  soybean 
prices.  They  also  guarantee  lo£ms  to  their  farmers.  They  guarantee 
the  interest  rates.  They  have  a  very  tricky  system  of  paying  their 
soybean  processors,  who,  in  turn — in  other  words,  if  they  11  process 
in  the  soybean  and  meal,  then  they  will  get  an  added  revenue  ben- 
efit given  to  them.  But  if  they  sell  whole  sovbeans,  like,  say.  Conti- 
nental Grain — if  they  sell  whole  soybeans,  they  don't  get  that. 

So  they  are  smarter  on  value-added  than  we  are.  If  you  look  in 
my  charts,  you'll  see  how  it's  encouraged — we're  the  biggest  seller 
by  far  percentagewise  of  whole,  raw  soybeans.  But  when  you  look 
at  what  they're  after,  if  you  look  at  the  last  chart  there,  they're 
after  the  processed  goods — soybean  oil,  soybean  meal,  value- 
added — employment  to  their  people  and  added  revenue. 

That  is  a  subsidy  that  comes  to  them  basically  from  us,  from  our 
own  taxpayers,  through  the  World  Bank  and  IMF  and  our  10  mcgor 
money  centers  in  New  York. 

Mr.  Jontz.  So  we've  loaned  them  money  to  put  these  processing 
facilities  on  line? 
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Mr.  Haggard.  Oh,  absolutely.  That's  the  billions  that  vou  hear 
about  that  they're  thinking  about  defaulting  on,  because  the  banks 
are  getting  4V4  points  over  prime  for.  And  that  keeps  rearing  its 
ugly  head  in  many  different  areas. 

You  make  reference  to  the  EEP  program.  Well,  when  eveiy- 
body — not  everybody,  but  most  of  the  people  I  talked  to  were  excit- 
ed about  EEP  when  it  was  announced.  We  flew  in  that  day  to  find 
out  how  EEP  would  apply  to  soybeans.  We  thought  it  was  a  good 
idea. 

We  were  denied  participation  in  EEP.  Why?  The  reason  was 
given  to  us  head-on.  You're  not  to  compete  with  Brazil  and  Argen- 
tina." And  if  you  need  proof  of  that,  just  look  at  EEP  sales  of  soy- 
beans. Zilch. 

Mr.  JoNTZ.  Well,  would  vou  say  that  if  we  were  to  approve  the 
Huckaby  legislation,  the  $o  market  loan,  would  you  say  with  that 
in  effect,  that  we  would  proportionately  or  on  a  per-capita  basis  or 
some  relative  way  be  spending  more,  the  same,  or  less  than  our 
competitors  in  terms  of  subsidies? 

Mr.  Haggard.  OK. 

Mr.  JoNTZ.  I  want  to  try  to  compare 

Mr.  Haggard.  At  the  $6  level? 

Mr.  JoNTZ.  Yes,  or  whatever  level  you'd  choose  to  make  the  com- 
parison. 

Mr.  Haggard.  Now,  of  course,  where  we'll  get  all  kinds  of  discus- 
sion is — upon  announcement,  of  course,  we're  all  aware  that  the 
Chicago  Board  of  Trade  will  fall,  upon  announcement  that  the  Gov- 
ernment is  going  to  pick  up  the  difference  where  prices  free-fall  to 
and  where — now  we  U  all  have  big  discussions  over  how  far  thqr 
go. 

But  usually  the  most  pessimistic  people  I  talk  to  say  $4,  and  it 
will  only  stay  there  for  a  period  time.  Now  there,  you  can  get  in 
another  argument.  Will  it  be  a  short  period  of  time  oefore  it  starts 
to  come  back  up  or  not? 

But  you've  seen  what  rice  did.  Now  I  used  to  be  a  rice  farmer, 
and  we  always,  in  economics,  considered  rice  to  be  the  most  inelas- 
tic grain  on  the  market.  Why?  Because  when  people  anywhere  in 
the  world  get  income,  they  want  to  get  away  from  rice.  They  want 
a  steak,  or  they  want  something  in  between  there.  They're  tired  of 
living  on  a  rice  diet.  It  was  more  inelastic  than  any  other  market 
we  knew.  And  it's  working  perfect  for  rice,  as  far  as— if  you  believe 
the  testimony  they  gave. 

So  I  would  think  it  would  come  off  that  floor  pretty  quick,  and 
the  quicker  it  comes  off,  the  less  expense  to  the  Government. 

So  I'm  ^oing  to  just  throw  in— I  know  you'ro  tired  of  havinff 
people  givmg  you  the  "on  the  one  hand  and  on  the  other  hand 
answers— $2  billion  if  it's  a  dollar,  because  we've  got  a  2  bUlion 
bushel  crop. 

But  thaf  s  optimum.  We  used  to  have  a  2  billion  bushel  crop.  Let 
me  reiterate,  now  with  these  exported  acres,  we'ro  no  longer  look- 
ing at  a  2  billion  bushel  crop.  Itl9  fallen  under  that.  So  at  the  max, 
we're  talking — if  it  makes  a  dollar  move  down,  and  that's  where 
the  Government  comes  in,  we'ro  talking  $2  billion,  identical  to 
what  the  EC's  paying  for  their  little  oilseeds  crop. 

Mr.  JoNTZ.  Thfiuik  you. 
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Mr.  GucKMAN.  Thank  you.  I  want  to  thank  you  all  for  testifying. 
This  has  been  an  interesting — we  have  one  more  panel  after  this, 
but  I  just  wanted  to  tell  y;ou  all  something. 

One  of  the  things  I  think  we  ought  to  do  in  the  next  couple  of 
weeks  is  explore  seriously  with  USDA  whether  there  is  any  real  se- 
rious interest,  and  let's  see  if  we  can  try  to  push  tiiem  to  do  some- 
thing along  these  lines  without  legislation. 

The  second  thing  is,  again  we  go  back  to  the  realities  of  the  fiscal 
problems,  is  that  we're  ^oing  to  oe  hit  with  the  need  to  reduce  the 
ag  budget  by  a  billion,  billion  and  a  half  dollars,  and  I  am  very  con- 
cerned about  something  that  we  would  go  ahead  with  that  would 
be  absolutely  incompatible  with  that,  even  though  in  the  long  term 
we  may  end  up  being  much  better  off. 

And  so  you  all  ought  to — Wayne,  since  you  developed  this  pro- 
gram in  a  restroom  in  San  Antonio 

Mr.  BouTWELL.  Restaurant. 

Mr.  GucKMAN.  Restaurant?  I'm  sorry.  [Laughter.] 

Mr.  BouTWELL.  Let's  set  the  record  straight  on  that. 

Mr.  GucKMAN.  It's  these  gU3rs  from  Louisiana.  I  can't  understand 
these  guys.  [Laufi^hter.] 

Is  that  you  all  ought  to  figure  out  and  spin  your  wheels  a  little 
bit  about  the  whole  issue  of  fiscal  impact  and  see  if  there's  some 
way  we  can  deal  with  this. 

Mr.  Nestlen.  Mr.  Chairman,  I  just  would  like  to  say  for  the 
record,  as  we  talk  about  this  fiscal  impact,  that  we've  got  to  look 
beyond  what  it  does  to  the  agricultural  budget.  And  I  realize  that's 
a  difRcult  thing  to  do. 

But  the  thing  we  have  to  do,  this  committee  and  those  of  us  sit- 
ting at  this  table,  is  we  have  to  sell  the  fact  of  what  this  does  out- 
side the  agricultural  budget.  I  would  direct  that  to  page  8  of  my 
testimony.  While  I  don't  think  any  of  us  here — our  goal  is  to  have 
a  cheaper  food  policy— one  of  the  things  in  the  first  years  of  these 
programs  that  it  does  is  reduce  the  cost  of  food  when  it's  imple- 
mented. 

Now  in  the  outyears,  if  the  price  goes  back  up,  the  food  is  going 
to  go  back  up,  but  the  cost  of  your  program  is  going  to  be  down  as 
well. 

Mr.  GucKMAN.  You  are  100  percent  right.  But  unfortimatelv  the 
way  the  Budget  Act  is  implemented,  we  are  paralyzed  into  think- 
inglike — against  thinking  like  that. 

The  other  problem  we  have  is,  we  spent  $26,  $27  billion  in  the  ag 
budget,  and  we  just  are  facing  this  constant,  chronic  short-term 
crisis  of  trying  to  get  that  deficit  number  down. 

But  that's  why  we're  holding  these  hearings,  is  to  try  to  look  not 
only  short-term  but  lonR-term  picture  items.  And,  just  from  listen- 
ing to  you,  it  sure  sounos  that  if  you  had  to  make  a  choice  between 
a  marketing  loan  and  an  Export  Enhancement  Program,  there 
ought  to  be  no  choice.  An  Export  Enhancement  Program,  while  it's 
a  nice  tool,  can  never  work  very  well,  because  you  have  to  make  all 
these  crazy  iudgment  decisions  about  should  you  sell  to  this  coim- 
tnr  or  not  this  country,  and  then  vou  get  into  a  never-ending  box 
wnen  you  have  to  offer  it  to  everybody  or  nobody,  and  then  it's  no 
tool  any  longer.  Then  it's  expected  by  everybody,  and  then  the 
market  doesn^t  play  very  well,  and  we  get  used  a  lot. 
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So  this  is  a  lot  more  interesting  than  that,  certainly,  but  we've 
still  got  a  money  problem.  But  we'll  talk  to  USDA,  and  I'm  glad 
this  hearing  was  held  today. 

We  still  have  two  more  witnesses:  Mr.  Corky  Jones,  president, 
American  Agriculture  Movement,  Washington,  D.C.,  and  Mr.  Merle 
Hansen,  vice  president.  National  Save  the  Family  Farm  Coalition. 

We  have  two  roll  call  votes,  a  Dannemeyer  motion  to  recommit 
the  House  funding  resolutions  with  instructions.  I  don't  know  what 
those  instructions  are.  I  don't  think  it  has  to  do  with  that,  and 
then  coupled  with  a  5-minute  vote.  So  we  will  be  back  in  20  min- 
utes. 

[Recess  taken.] 

Mr.  GucKMAN.  Why  don't  we  go  ahead.  Mr.  Huckaby  is  outside 
and  other  members  will  be  coming  back. 

Our  last  panel  today  is  Mr.  Corky  Jones,  president  of  the  Ameri- 
can Agriculture  Movement,  and  Mr.  Merle  Hansen,  vice  president 
of  the  National  Save  the  Family  Farm  Coalition  from  Circle,  Mon- 
tana. 

It's  a  delight  to  have  you  both  here.  Why  don't  we  start  with  Mr. 
Jones,  and  then  we'll  hear  from  Mr.  Hansen. 

STATEMENT  OF  CORKY  JONES,  NATIONAL  PRESIDENT, 
AMERICAN  AGRICULTURE  MOVEMENT,  INC. 

Mr.  Jones.  Thank  you,  Mr.  Chairman. 

My  name  is  Corky  Jones.  I'm  a  farmer  from  Brownville,  Nebras- 
ka. I've  got  a  farm  operation  with  my  three  sons.  I'm  also  national 
president  of  the  American  Agriculture  Movement. 

My  testimony  today  will  be  quite  different,  I'm  sure,  than  most 
that  have  been  offering  testimony  here  today  and  those  that  I  have 
sat  in  and  listened  to  of  the  testimonies  being  offered  about  agricul- 
ture and  its  position  across  the  Hill  this  entire  week. 

My  only  income  is  from  the  farm.  This  is  one  of  the  reasons  my 
source  of  information  in  my  testimony  is  going  to  be  different.  I  am 
here  representing  the  producers  of  all  commodities,  including  dairy 
and  livestock. 

Mr.  Chairman  and  members  of  this  committee,  I  appear  here 
todav  to  present  the  American  Agriculture  Movement's  position  on 
mcu-keting  loans. 

AAM  does  not  support  marketing  loans  for  all  crops.  An  across- 
the-board  marketing  loan  would  increase  costs  well  above  current 
levels.  With  Gramm-Rudman  in  place  and  with  severe  budget  prob- 
lems, this  also  prohibits  consideration  of  expanding  the  marketmg 
loan  program. 

Mmiy  advocates  of  marketing  loans  look  with  pride  to  the  cotton 
and  rice  sections  of  the  1985  farm  bill  and  quote  how  successful 
they  have  been.  The  American  Agriculture  Movement's  rice  and 
cotton  farmers  are  not  all  that  happy  with  the  current  law,  be- 
cause the  benefits  have  not  reached  the  producers. 

We  view  the  successful  programs  of  current  law  to  be  the  peanut 
and  tobacco  programs,  which  are  no  cost  to  taxpayers  and  under 
strict  supply-management  programs. 

Most  benefits  under  marketing  loans  have,  in  the  past,  been  to 
processors  and  to  merchants,  not  the  farmers  and  producers.  Loan 
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rates  must  be  increased  for  producers  to  receive  the  benefits  of  the 
program.  Efforts  to  deliberately  lower  prices  of  commodities  can 
only  increase  the  economic  stress  in  rural  America  and  for  all  the 
world's  food  and  fiber  producers. 

The  American  Agriculture  Movement  will  oppose  any  effort  to 
provide  marketing  loans  for  wheat  and  feed  grains.  Since  the 
United  States  sets  the  world  price  of  wheat  and  feed  grains  daily,  a 
marketing  loan  will  only  benefit  purchasers  and  handlers  of  our 
commodities,  not  the  producers. 

Why  would  Congress  adopt  a  plan  to  sell  grain  cheaper  to  Russia 
and  Japan  and  other  countries?  According  to  a  Chase  Econometrics 
study  completed  just  this  past  fall,  the  marketing  loan  has  no 
chance  of  succeeding  for  wheat,  feed  grains,  and  soybeans.  The 
study  indicated  it  would  be  very  expensive  and  would  not  make 
measurable  gains  in  exports. 

If  the  United  States  undertook  an  effort  to  lower  world  grain 
prices,  even  below  current  depressed  levels,  the  economic  fedlout 
from  other  producing  nations  will  be  tremendous.  Look  at  the  cur- 
rent problems  with  Brazil  and  Argentina. 

The  marketing  loan  will,  in  the  American  Agriculture  Move- 
ment's opinion,  lead  us  into  a  trade  war  with  our  competitors.  If 
this  occurs,  the  only  winner  will  be  the  buyers  of  our  production. 

We  must  move  forward  with  negotiations  of  the  m^'or  producing 
countries  to  establish  historic  production  levels  and  market  shares. 
A  workable  agreement  will  benefit  all  those  concerned. 

It  seems  that  everyone  has  policy  alternatives  to  offer.  Only  one 
will  deliver  higher  prices  to  farmers,  which  is  the  only  solution. 
This  committee  in  its  wisdom  in  1985  marked  up  and  sent  to  the 
full  committee,  a  strict  supply-management  program.  A  version  of 
that  bill  also  passed  the  full  committee  and  then  ultimately  failed 
on  the  House  floor. 

If  the  wisdom  of  this  committee  had  survived,  these  hearing 
would  not  be  necessary  today.  Surpluses  would  not  be  piled  in  the 
streets,  and  thousands  of  farmers  and  ranchers  would  still  be  in 
business. 

If  we  were  to  continue — to  continue  in  the  present  pass  and  the 
way  we're  going  under  the  present  farm  bill,  it's  going  to  be  devas- 
teting  to  the  economy  and  devasteting  to  we,  the  producers. 

The  marketing  loan  is  going  to  be  nearly  the  same,  unless  we  in- 
crease the  loan  levels  to  70  percent  of  parity  or  cover  the  cost  of 
production.  The  decoupling  figure  that  we  continue  to  hear  about  is 
only  more  devasteting  than  anything  that  we  could  accept.  Decou- 
pling means  removing  the  farmers  and  ranchers  from  the  land. 

The  marketing  loan,  all  these  continue  to  mean  lower  net  farm 
income  to  the  producer,  and  it  is  the  producer  that  is  going  to  be 
the  whipping  boy  across  this  country. 

Mr.  Chairman,  I  have  listened  to  other  testimonies  and  questions 
from  the  counsel  and  from  the  panel  all  week  long,  and  I  think 
that  I  would  like  to  stete  this:  It  seems  that  the  panel  and  those 
that  are  here  in  leadership  positions  should,  without  any  question 
of  doubt,  know  that  there  is  something  wrong,  that  the  economy  of 
this  Nation  is  sick,  that  the  industry  of  agriculture  is  sick,  and  it's 
sick  because  we  have  continued  to  produce  below  the  cost  of  pro- 
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duction  under  the  failing  farm  bills,  one  consecutively  worse  than 
the  next,  three  in  a  row. 

Price  is  the  key.  We  cannot  replace  price  with  volume  and  credit 
We  cannot  expect  the  farmer  to  bear  the  burden  of  what  is  needed 
to  make  our  exports  competitive.  Common  sense  is  what  needs  to 
be  applied. 

I  think  one  thin^  we  definitely  need  to  be  taken  under  advise- 
ment, that  somebody  is  going  to  produce  the  food  and  fiber  for  this 
Nation  and  for  the  world's  needs.  Someone  is  going  to  get  paid.  The 
family  farmer,  the  present  system  we  have  got  today,  is  the  most 
efficient,  bar  none,  of  any  in  the  world. 

Why  are — discriminating  and  displacing  these  people,  this  type 
of  system,  from  the  land? 

The  only  solution  that  we  have  and  the  only  solution  that  we  see 
is  feasible  to  passing  and  saving  and  being  under  budget,  budget 
exposure,  is  a  supply-management  bill  with  higher  loan  rates, 
doing  away  with  targets  and  the  deficiencies,  such  as  the  Harkin- 
G^hardt  bill. 

We  have  got  to  take  and  look  at  what  the  value  of  a  profitable 
industry  of  agriculture  will  do  to  the  entire  economy  of  this 
Nation,  and  not  just  this  Nation,  but  worldwide. 

I  wish  that  you  could  all — and  I'm  sure  that  many  of  you  have- 
went  home  to  your  own  States — but  come  to  Nebraska  with  me.  I 
have  toured  this  Nation  as  being  national  president  of  the  Ameri- 
can Agriculture  Movement,  and  I've  spoken  in  over  34  States,  and  I 
can  tell  you,  the  heartbeat  of  America  has  become  the  heartbreak 
of  America  due  to  failing  agriculture  and  trade  policies. 

Come  to  Nebraska  with  me  and  go  and  talk  to  the  people,  when 
we  hear  the  panels  that  we've  listened  to  here  and  the  testimony 
sa3ring,  "Well,  my  people  all  want  to  stick  with  the  program''  or 
"My  people  all  want  to  belong  to  this,"  and  we're  going  to  lower 
net  farm  income,  or  "Net  farm  income  is  not  the  problem,"  come 
talk  to  the  producers. 

I've  held  literallv  hundreds  of  meetings,  been  a  portion  of  the 
speaking  panel  at  hundreds  of  meetings  across  this  country,  total- 
ling over  34  Stetes,  and  I'm  can  tell  you  that  the  economy  of  State 
and  Nation  and  the  farmers  and  the  producers,  the  real  wealth,  ag- 
ribusiness right  along  and  jobs  in  these  factories,  are  all  dependent 
upon  a  change  in  agriculture  policies,  and  that  change  has  got  to 
be  for  better  price  structure  than  what  we've  got  today. 

The  hearteche  of  America  and  the  heartbreak  of  America,  we're 
looking  at  agribusinesses  going  down.  My  Stete  continues  to  lose 
value  of  land,  not  just  my  Stete,  but  the  aqjoining  Stetes. 

Mr.  Chairman,  your  Stete  is  right  in  there  amongst  them,  and 
I'm  sure  you  are  well  aware  of  this.  But  anyone  thiat  is  depend- 
ing—any Stete  that  is  depending  upon  the  industry  of  agricul- 
ture— we've  got  a  problem,  and  those  Stetes  and  the  economy  is 
bad. 

The  banks  are  folding  up;  they're  bocutUng  up.  Foreclosures,  di- 
vorces, suicides.  That  is  where  we're  at,  gentlemen.  That  is  what, 
in  all  God's  name,  we  all  need  to  look  and  not  at  a  special  interest 
group  or  not  for  the  betterment  of  my  job  or  anybody  else's  job. 

I'm  saying  America  is  at  stake.  We've  got  a  problem  in  America, 
not  a  problem  in  the  farmer  or  just  the  rancher  or  agriculture. 
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We've  got  an  American  problem,  and  it  can  be  solved,  and  the  only 
way  it's  going  to  be  solved  is  increase  net  farm  income  to  the  pro- 
ducers of  food  and  fiber  in  this  country. 

I  want  to  thank  you  for  the  opportunity  to  be  here,  and  we  are 
here  to  assist  you  in  any  way,  shape,  or  form  that  we  can,  and  it's 
an  honor  to  be  here  today. 

Thank  you. 

Mr.  GucKMAN.  Thank  you,  Mr.  Jones.  As  you  know,  we  have 
been  working  on  a  proposal  that  your  organization  and  others  have 
shown  great  interest  in,  so  I  assume  that  somebody  from  your  orga- 
nization will  be  back  next  week  to  talk  more  specifically  about  that 
proposal. 

Mr.  Jones.  Yes,  sir,  we  certainly  will  be. 

Mr.  GucKBAAN.  Thank  you. 

Mr.  Jones.  Thank  you. 

Mr.  GucKBAAN.  Mr.  Hansen,  it's  a  pleasure  to  have  you  here. 

STATEMENT  OF  MERLE  HANSEN,  VICE  PRESIDENT,  NATIONAL 
SAVE  THE  FAMILY  FARM  COALITION 

Mr.  Hansen.  Yes.  Thank  you,  Mr.  Chairman. 

I  need  to  correct  the  record.  The  president  of  the  National  Save 
the  Family  Farm  Coalition,  Helen  Waller,  is  from  Circle,  Montana. 
I  am  a  farmer  from  Nebraska,  and  my  two  sons  and  I  produce 
mostly  com  and  soybeans. 

Mr.  GucKBAAN.  We  will  not  let  anybody  know  that  you're  from 
Montana,  I  promise  you.  And  I'm  glad  Mr.  Marlenee  left  the  room. 
P^aughter.] 

Mr.  Hansen.  This  has  been  my  greatest  fear. 

Thank  you  for  the  opportunity  of  being  here  today.  I  also  serve 
as  president  of  the  North  American  Farm  Alliance,  but  today  I'm 
here  on  behalf  of  the  38  members  of  the  National  Siave  the  Family 
Farm  Coalition. 

Rural  America,  as  Corky  has  just  pointed  out,  is  in  bad  shape, 
and  under  the  current  Farm  Program,  there  is  no  light  at  the  end 
of  the  tunnel.  Here  in  Washington,  we  hear  that  all  we  need  to  do 
is  to  be  patient,  to  give  the  1985  farm  bill  a  chance.  We  are  told 
that  we  must  lower  our  prices,  so  we  can  increase  our  exports,  be- 
cause onlv  by  increasing  our  exports  can  we  get  our  prices  up. 

Now,  I  m  iust  a  farmer,  and  maybe  theres  a  new  kind  of  logic 
that's  been  developed,  but  we  haven't  heard  about  that  back  home 
yet.  But  this  sounds  amazingly  similar  to  the  watermelon  farmer 
who  was  losing  $10  a  truckload  on  his  melons,  so  he  bought  an- 
other truck  to  try  to  make  it  up  in  volume. 

By  lowering  price  supports,  we  have  lowered  our  prices  every 
year  since  1981.  The  results,  our  export  earnings  have  declined 
from  nearly  $44  billion  in  that  year  to  just  $26.5  billion  last  year, 
and  the  latest  USDA  projections  indicate  our  export  earnings  in 
fiscal  1987  will  be  still  lower. 

Last  year,  with  the  express  purpose  of  boosting  our  exports,  the 
Federal  Government  lowered  our  wheat  prices  and  made  up  the 
difference  with  $3.5  billion  in  direct  subsidy  payments  to  wheat 
farmers.  The  result,  the  total  value  of  our  wheat  exports  was  just 
$2.7  billion,  nearly  $1  billion  less  than  the  subsidy  payments. 
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Using  the  same  approach  with  com,  we  paid  farmers  $6.8  billion 
in  subsidy  payments  last  year  to  make  possible  com  exports  total- 
ing just  $2.5  billion. 

In  Nebraska  where,  by  the  pay,  those  subsidy  payments  don't 
even  cover  the  production  costs  of  most  farmers,  the  logic  we  use 
out  there  tells  us  that  this  approach  is  not  particularly  cost-effec- 
tive. Most  of  us  are  losing  money,  so  we  don't  get  to  pay  income 
taxes,  but  if  we  did,  we'd  be  hardpressed  to  justify  this  kind  of  a 
program. 

Because  the  United  States  effectively  sets  the  world  price  for  the 
mcgor  export  commodities,  our  low  prices  have  forced  the  world 
prices  down  to  artificially  low  levels.  We  are  not  just  bankrupting 
our  own  farmers,  we  are  also  hurting  farmers  around  the  world. 

In  Canada,  where  last  year,  incidentally,  they  lowered  their  fiarm 
prices  19  to  27  percent  because  of  the  1985  farm  bill,  and  in  Austra- 
lia and  Argentina  and  Brazil,  farmers  are  losing  income  because  of 
our  low  commodity  prices.  In  Europe,  they  allow  their  farmers  a 
decent  return  for  their  crops,  but  they  subsidize  their  exports  to 
compete  with  us,  and  our  low  prices  are  forcing  them  to  pay  out 
more  and  more  in  subsidies. 

Some  of  our  policymakers  think  Europe  and  our  other  competi- 
tors will  just  throw  in  the  towel,  but  they  rely  on  exports  just  as 
much  as  we  do  and  have  made  it  clear  that  they  will  compete  with 
us  to  the  bitter  end.  Argentina  and  Brazil,  in  particular,  are  under 
constant  pressure  to  increase  their  exports  to  generate  the  cash 
they  need  to  make  the  interest  payments  on  their  international 
debt. 

When  we  lower  the  world  price,  they  lower  theirs,  too,  and  in- 
crease their  production  in  many  instances  and  their  export  volume, 
in  an  attempt  to  make  up  in  volume  what  they're  losing  in  price. 

The  irony  is  that  our  policies  are  devastating  the  cash  portions 
of  the  nations  who  are  our  best  customers  for  other  expcnt  items. 
We  are  in  a  trade  war,  and  we  are  all  losing  it. 

Equally  ironic,  the  evidence  is  mounting  that  our  cheap  grain 
policies  are,  in  part,  responsible  for  famine  in  some  areas  of  the 
world.  Peasant  farmers  can't  compete  with  the  underpriced  im- 
ports, so  they  either  go  broke,  or  they  raise  specialty  crops  for 
export,  instead  of  planting  the  basic  commodities  that  could  fiBed 
their  own  people. 

With  our  current  basic  commodity  programs,  the  nonrecourse 
loan,  the  loan  rate  sets  low  world  prices.  Tlie  marketing  loan  con- 
cept eliminates  that,  throwing  our  farmers  and  farmers  around  tiie 
world  into  a  cut-and-slash  battie  for  export  sales  in  a  limited,  over- 
supply  market  without  the  undergirding  price  support  floors  we've 
had  since  1933. 

In  recent  weeks,  our  member  groups  have  hosted  Washington 
visits  by  several  leading  officials  of  the  European  Community.  Bach 
of  them  has  expressed  the  opinion  that  while  the  EC  under  no  cir- 
cumstances will  surrender  and  relinquish  the  world  market  to  us, 
there  is  substantial  sentiment  among  many  in  Europe  that  it's 
time  for  the  migor  exporters  to  sit  down  together  and  make  a  seri- 
ous effort  to  work  out  some  sort  of  multilateral  agreement  based 
upon  higher  prices  and  supply-management. 
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Yesterday  in  the  Senate  Agriculture  Committee  hearings,  several 
economists  aneed  that  increasing  our  exports  by  lowering  our 
prices  would  be  extremely  difficult,  and  at  best,  would  not  happen 
quickly.  Mr.  Thomas  Moore,  a  member  of  the  President's  Coimcu  of 
Economic  Advisors,  testified  that  he  has  noticed  a  big  change  in 
thinking  in  his  recent  tripe  to  Europe,  and  that  he  is  now  optimis- 
tic that  a  multilateral  agreement  could  be  reached. 

And  most  of  the  members  of  the  Senate  committee  who  were 
present.  Republicans  and  Democrats  alike,  expressed  strong  feeling 
that  the  United  States  should  be  more  forceful  in  pursuing  such  an 
agreement. 

This  is,  indeed,  a  change  in  tone  for  all  sides.  But  such  an  agree- 
ment must  not  focus  merely  on  mutual  production  cutbacks,  while 
turning  the  world  market  prices  loose  to  seek  some  so-called  equi- 
librium level.  Such  an  approach,  which  the  administration  sup- 
ports, would  find  equilibrium  somewhere  near  the  per-unit  produc- 
tion cost  of  the  export  competitor  with  the  lowest  national  stand- 
ard of  living. 

And  with  the  overhand  of  la»e  stocks  of  wheat  and  feed  grains, 
we  could  see  the  10  cent  com  of  the  early  1930's  before  the  advent 
of  price  supports.  American  producers  are  innovate  and  efficient, 
but  they  pay  American  prices  for  their  production.  Likewise,  they 
pay  American  prices  for  their  household  expenses  and,  yes,  for 
their  groceries.  The^  are  entitled  to  receive  returns  adequate  to 
cover  their  production  costs  and  to  allow  them  to  share  in  the 
American  standard  of  living. 

The  fact  is  that  America  is  the  dominant  force  in  the  world  agri- 
cultural export  market.  Our  Federal  price  support  levels  effectively 
set  the  world  fioor  prices  of  migor  commodities.  The  marketing 
loan  jerks  the  rug  out  from  under  those  world  floor  prices. 

On  the  other  hand,  if  we  raise  our  price  supports  to  fair  levels, 
our  competitors  have  repeatedly  indicated  that  they  would  raise 
their  prices  as  well.  If  any  try  to  take  advantage  of  our  opening,  we 
have  ample  surplus  stocks  to  offer  bonus  commodities  to  convince 
them  of  the  error  of  their  ways,  not  by  further  subsidizing  our 
farmers  with  marketing  loans  while  the  price  seeks  bottom,  and 
not  by  blanket  offers  of  bonus  commodities  of  every  sale  we  make 
at  an  unsupported  world  price. 

No.  If  a  competitor  doesn't  cooperate,  we  can  unilaterally  target 
bonus  commodity  offers  to  one  or  more  potential  customers  of  that 
competitor.  These  bonus  commodities  would  be  used  as  a  rifle,  and 
not  as  a  shotgun,  and  we  have  enough  in  storage  to  enhance  indi- 
vidual sales  enough  to  make  our  point  very  clearly. 

The  result  would  be  that  we  either  win  the  targeted  sale,  or  we 
force  the  uncooperative  competitor  to  drop  their  price  so  far  that  it 
becomes  clear  to  them  that  cooperation  and  higher  prices  are 
better  for  all  concerned.  At  the  same  time,  we  would  make  it  clear 
that  we  will  not  attempt  to  steal  the  customers  or  capture  the 
market  niches  of  fellow  exporters  who  do  cooperate. 

This  export  PIK  hammer  is  an  important  provision  of  the 
Harkin-Gephardt  Family  Farm  Act,  which  is  endorsed  by  all  of  the 
members  of  the  National  Save  the  Family  Farm  Coalition.  The  bill 
also  would  instruct  the  President  to  pursue  a  multilateral  agree- 
ment with  the  other  migor  exporting  nations. 
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The  importance  of  the  multilateral  agreement  or  the  PIK 
hammer  should  not  be  exaggerated,  however.  Several  1985  farm 
analyses  of  the  earlier  high  price,  mandatorynsupply-control  meas- 
ure, with  no  consideration  of  a  multilateral  agreement  or  export 
enhancement,  indicated  that  even  without  these  features,  such  a 
program  might  reduce  our  export  volume  some,  but  because  of  the 
higher  per-unit  prices,  it  would  increase  our  export  earnings  sub- 
stantially. Of  course,  these  export  tools,  while  not  necessary  to 
make  the  Harkin-Gephardt  program  work,  would  make  it  more  ef- 
fective. 

In  sunmiary,  the  National  Save  the  Family  Farm  Coalition  feels 
the  marketing  loan  approach  to  exports  is  counterproductive.  It's 
tremendously  expensive  to  American  taxpayers,  and  it  is  only 
useful  to  engage  in  trench  warfare  with  other  minor  agricultural 
ei^rters  of  the  world.  Most  of  them  are  friends  and  allies. 

Everyone  hopes  for  renewed  growth  in  the  world  market 
demand,  but  farmers  understand  better  than  anybody  today  that 
there  is  a  point  at  which  the  battle  for  export  aedes  becomes  too 
expensive.  We  support  a  fair  price  that  allows  our  farmers  to  recov- 
er their  production  costs  by  American  standards,  and  at  the  same 
time,  to  avoid  the  necessity  of  taxpayers  footing  the  bill  to  pur- 
chase and  store  excess  production,  we  want  the  opportunity  to  vote 
for  a  mandatory  program  that  will  give  each  farmer  the  assurance 
that  he  and  his  neighbor  will  only  be  producing  the  volume  needed 
to  meet  actual  demand. 

In  1985,  this  subcommittee  and,  in  fact,  the  full  House  Agricul- 
ture Committee  indicated  your  support  for  giving  farmers  such  an 
option. 

Things  are  not  improving  in  rural  America.  They  are  getting 
worse.  Lower  prices  are  not  the  solution;  they  are  the  problem.  Our 
meetings  with  farmers  all  over  the  nation  and  the  wheat  poll  con- 
ducted last  year  indicate  that  a  m^ority  of  farmers,  many  of  them 
reluctantly,  have  come  to  the  conclusion  that  effective  supply-man- 
agement, higher  prices  in  the  marketplace,  are  the  only  way  out  of 
the  mess  we  are  in. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Hansen  appears  at  the  conclu- 
sion of  the  he€uing.] 

Mr.  GucKMAN.  Thank  you  very  much. 

Mr.  Hansen,  in  your  statement  at  the  bottom  of  page  4,  you  sajr. 
"On  the  other  hand,  if  we  raise  our  price  supporte  to  fair  levem, 
our  competitors  have  repeatedly  indicated  thiat  they  would  raise 
their  prices  as  well." 

Do  you  see  this  as  part  of  some  sort  of  formal  agreement?  For 
example,  let's  assume  that  we  would  adopt  the  Harkin-Gephardt 
program,  and  our  competitors  have  given  us  lip  service  to  do  the 
same  thing,  but  don't  do  it,  just  do  the  opposite,  continue  to  operate 
under  a  very  reduced  price-support  mechanism. 

Do  you  think  that  we  would  then  be,  even  with  the  PIK  hammer 
and  other  kinds  of  things  you're  talking  about,  do  you  think  we  can 
do  this  without  getting  some  sort  of  formal  agreement  with  our 
competitors  as  to  what  they  would  do,  or  do  you  think  we  ought  to 
just  trust  them? 
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Mr.  Hansen.  With  the  export  PIK  hammer  idea  that  we  were 
projecting,  I  think  that  we  have  a  vehicle  there  where  we  can 
demand  and  enforce  some  kind  of  compliance  with  it. 

I've  traveled  quite  a  little  bit  in  Canada.  I've  also  been  to  France 
and  the  Netherlands,  and  the  farm  groups  that  I'm  traveling  with, 
they're  talking  about  cooperation.  The  Ccmadian  farmers  them- 
selves, as  I  said,  they  project  ahead  one  year  their  price  structure, 
and  because  of  the  1985  farm  bill  and  because  it  was  lower,  they 
had  to  lower  their  prices  19  to  27  percent. 

I  know  that  there's  a  lot  of  farm  groups  in  those  countries  that 
are  ready  to  cooperate  in  establishing  a  price  and  a  supply-manage- 
ment program.  And  even  The  Farm  Journal  carri^  an  article, 
when  the  Senate  was  considering  lowering  price  supports  on  soy- 
beans from  $5  to  $4  a  bushel,  that  Brazil  was  saying  to  the  admin- 
istration, ''If  you  do  that,  you're  going  to  wreck  our  economy,  and 
we're  going  to  have  to  repudiate  our  debt." 

So  there  is  various  approaches  to  this.  Now  William  Lesher,  who 
was  with  the  Department  of  Agriculture,  he  said,  "It's  the  goal  of 
this  administration  to  break  the  European  Common  Market."  And 
I  don't  know  whether  we  can  go  into  this  with  those  kinds  of  atti- 
tudes and  expect  to  get  anything  but  that  in  return. 

Mr.  GucKMAN.  Yes.  I  would  say  that  I  agree  with  you,  that  we 
ought  to  try  to  foster  cooperation  and  cooperative  agreements,  and 
I've  been  visited  by  some  EEC  people,  some  Canadians  and  others 
who  want  to  work  more  cooperatively. 

I  would  say  it  would  have  been  nice  over  the  years  if  our  trading 
partners  would  have  cooperated  in  terms  of  perhaps  sharing  with 
us  some  of  the  burden  of  acreage  reduction  programs.  We  have 
gone  at  this  thing— we  have  been  the  sacrificing  nation.  The  rest  of 
the  world  hasn't  done  that,  and  we  would  see  a  lot  higher  price  for 
the  producer,  every  producer,  if  the  Europeans  had  gone  with  an 
acreage  reduction  program  and  the  CanacUans  had  done  the  same 
thing.  You  know,  we've  taken  all  the  bnmt  ourselves. 

So  I,  too,  would  like  to  see  greater  cooperation  occur  in  whatever 
happens. 

One  concern  I  have  is  that  OPEC  is  always  an  example  of  what 
happens  when  we  try  to  get  the  world  together  to  agree  to  pricing 
of  a  raw  commodity.  It's  an  example  that  no  matter  how  you  try  to 
cooperate,  self-interest  always  tends  to  come  to  the  top.  We  don't 
live  in  a  Biblical  world,  as  nice  as  it  would  be  to  live  that  way. 

So  I  would  like  to  try  to  get  some  arrangements  with  some  of  our 
competitors  to  talk  about  market  sharing  and  to  talk  about  some  of 
these  cooperative  situations,  but  I  am  not  extremely  hopeful  that 
when  push  comes  to  shove,  any  nation — ^you  know,  it's  like  the  old 
''nations  shall  lay  down  their  swords  and  beat  their  swords  into 
plowslmres." 

Well,  I'm  not  sure  that  the  plowshares  haven't  been  turning 
against  us  like  bullets  used  to  turn  against  us,  and  I  don't  really 
see  any  end  to  that  happening  right  now. 

The  French  come  in  and  they  say,  "Yeah,  we'd  love  to  market 
share  with  you,  but  we  want  the  current  market  share.  We  don't 
want  to  go  back  the  way  it  was  10  years  ago  or  5  years  ago."  Well, 
no  deal.  And  I  don't  think  we  ought  to  do  that  kind  of  thing. 
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I  don't  discount  what  you're  saying.  I  just  say  that  I  think  we 
have  to  be  somewhat  realistic  about  how  these  other  countries  op- 
erate, and  they  operate  with  self-interest,  as  th^  should,  because 
they  have  to  take  care  of  their  own,  and  we  need  to  be  doing  a 
better  job  of  taking  care  of  our  own  as  well. 

In  any  event,  I  appreciate  your  testimony.  I  would  say  that  the 
marketing  loan  concept  is  one  that,  at  least  with  respect  to  wheat 
and  feed  grains,  we're  not  going  to  rush  into,  because  it's  very  ex- 
pensive, and  it  represents  a  fairly  significant  change  from  where 
we're  currently  going. 

We  probably,  though,  ought  to  look  at  it  or  something  like  it  in 
the  soybean  area,  because  of  our  problems  with  respect  to  the  vast 
increase  of  soybean  production  overseas. 

There  may  be  some  way  we  can  structure  it— maybe  we  don't 
want  to  call  it  a  marketing  loan,  Jerry.  Maybe  there's  something 
else  we  can  call  this  thing  to  try  to  not  get  ourselves  locked  into 
any  kind  of  box  here.  I  don't  know;  maybe  we  ou^t  to  talk  about 
classifying  it  someplace  else. 

But  I  think  your  testimony  is  useful  to  give  a  balance  to  the 
kinds  of  things  that  we've  been  talking  about  today. 

Mr.  Huckaoy. 

Mr.  HucKABY.  Mr.  Chairman,  whatever  name  you  come  up  with 
is  fine  with  me. 

Mr.  Jones  and  Mr.  Hansen,  I  appreciate  your  testimony.  I  think  I 
know  where  you're  coming  from.  I  know  and  Mr.  Glickman  knows, 
it's  tough  out  there  for  an  awful  lot  of  farmers. 

Fortunately,  in  some  parts  of  the  country,  cotton  and  rice  farm- 
ers, it's  turning  around.  There  is  some  hope  out  there.  The^  feel 
like  they  have  hope.  Their  land  values  are  significantly  higher 
than  soybean  farmers  today.  The  same  land  farmed  side  t^  side, 
just  because  of  the  base  and  the  ability  to  participate  in  a  program 
that  you  can  make  a  little  money  on. 

I'm  concerned  with  your  proposal  of  $8  for  soybeans. 

Truly,  the  Argentines  and  tne  Brazilians  are  not  ffoing  to  raise 
their  price  to  $8.  They're  going  to  continue  to  expand  and  capture 
more  of  the  market  share,  I  can  assure  you.  I  have  been  down 
there  on  numerous  occasions.  I've  talked  to  the  Presidents  of  the 
countries.  I've  talked  to  their  Agriculture  Ministers.  I've  met  with 
their  Congresses.  They're  not  going  to  do  it. 

So  you're  going  to  have  to  turn  to  export  PIK. 

Mr.  Jones.  I  guess  we  would  differ  with  your  opinion,  Mr.  Huck- 
aby.  We  have  seen  the  entire  purpose  of  the  1985  farm  bill  was  to 
work  on  exports,  get  rid  of  our  exports,  and  we're  going  to  do  this 
by  lowering  the  commodity  prices  of  all  the  commodities  that  we're 
exporting  to  worldwide  market-clearing  levels. 

Well,  we  lowered  our  commodity  prices,  and  so  did  they.  And  we 
lowered  them  some  more,  and  so  did  they.  And  we  lowered  them 
yet  some  more,  and  so  did  they. 

Am  I  receiving  you  riffht,  to  say  that  if  we  go  back  up  to  a  level 
of  $8  or  $8.50  or  $7,  whatever  ttiis  level  would  be — am  I  under- 
standinf  that  your  opinion  is  that  they're  going  to  stay  down  there 
at  this  $3  or  $4  or  $5  level? 

Mr.  HucKABY.  They're  going  to  be  right  under  you.  If  you're  at 
$8,  they're  going  to  be  at  |7. 
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Mr.  Jones.  That's  correct. 

Mr.  HucKABY.  And  the  Japanese  are  going  to  buy  from  them  in- 
stead of  from  us. 

Mr.  Jones.  Just  exactly  what  they  will  do.  But  wouldn't  it  be 
much  better  for  the  economy  of  this  nation  and  the  economy  of  the 
world  and  the  farmers,  at  least?  Let  them  be  under  me  at  $8  beans 
at  2  to  5  cents. 

Mr.  HucKABY.  OK.  Let's  follow  that  through. 

We  export  about  50  percent  of  our  beans  today.  So  if  we're  priced 
out  of  the  export  market,  we  now  have  to  have  a  50  percent — ^you 
know,  unless  the  Government  is  going  to  continue  to  buy  them  out, 
we'd  have  to  sav,  OK,  we  have  to  cut  back  50  percent. 

But  then  you  ve  got  to  pass  a  law  that  keeps  the  grain  companies 
from  importing  soybeans.  We  can't  even  pass  a  law  here  to  protect 
the  textile  industry,  which  I  think  we  should.  There's  more  people 
employed  in  textiles  than  there  are  in  automobiles  and  st^l  put 
together,  and  textile  imports  have  doubled  since  1980. 

And  you  think  we  can  pass  a  law  that  says  you  can't  import 
those  things?  No.  I  think  it  s  hopeless. 

So,  you  know,  they  start  importing  soybeans.  And  then  what  are 
our  farmers  going  to  do. 

Mr.  Jones.  Then,  in  your  opinion,  then  we  should  hold  down 
below  the  cost  of  production  to  break  the  entire  economy  of  this 
Nation  and  break  the  existing  farmers?  I  mean,  just  for  one  reason, 
and  that  would  be  for  fear  that  we  are  going  to  have  imports  and 
that  our  continued  leadership  in  this  coimtry  is  in  the  asinine 
aspect  of  not  putting  up  a  trade  barrier  or  not  putting  an  import 
levy  of  some  type  to  compensate  for  it? 

Mr.  HucKABY.  I  would  simply  suggest  to  you  that,  you  know, 
we're  fortunate  that  we  have  cotton  model  here  that  s  been  in 
place,  and  it's  worked  remarkably  well.  There's  farmers  through- 
out the  Cotton  Belt  this  year  that  are  going  to  plant  cotton  outside 
the  prc^am,  because  they  can  now  make  money  on  cotton,  not 
even  being  in  the  Government  program. 

Mr.  Jones.  Well,  Mr.  Huckaby 

Mr.  Huckaby.  And  then  can  make  more  money  if  they're  in  the 
Government  program.  We  took  the  price  down.  We  made  other 
countries  cut  back  their  production.  So  we  recaptured  our  historic 
market  share.  We  weren't  trying  to  expand  beyond  that,  just  to  re- 
capture our  historic  market  share,  which  is  what  we  did. 

Mr.  Jones.  But  at  the  same  time  there  has  still  been  no  increase 
to  the  producers.  I  mean,  to  the  economy  of  this  Nation,  sure.  We 
put  fire  sale  prices  out  here  on  a  product,  and  I'll  tell  you,  if  we 
continue  to  give  them  away,  we  can  get  rid  of  everjrthing — com, 
soybeans,  and  everjrthing. 

But  that's  not  the  point.  The  point— the  value  of  a  profit  in  what 
we  produce,  the  value  of  a  profit  in  what  we  produce  for  this  coun- 
try, a  worldwide  and  both  domestic,  this  has  got  to  be  improved. 
We  cannot  produce  and  continue  to  produce  below  the  cost  of  pro- 
duction, as  we  have  in  the  past,  and  that's  just — you  know,  no 
matter  who's  doing  it,  whether  it  be  the  other  countries  capable  of 
exporting.  They're  suffering  right  along  with  us.  The  farmers  are 
being  annihilated,  and  for  the  good  of  who?  For  the  good  of  a  spe- 
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cial  interest,  power-hungry,  greed  few.  That's  who's  gaining  under 
the  programs  we  got. 

Mr.  HucKABY.  But,  Mr.  Chairman,  if  I  may,  we  have  the  capabil- 
ity to  produce  considerably  more  today  of  virtually  every  ccnmnodi- 
ty  than  the  world  has  the  capability  to  buy  and  to  pay  for. 

So  how  do  you  cut  back  in  an  orderly  manner  without  the 
United  States  doing  most  of  the  cutting  back,  which  is  what  we've 
done  in  the  past? 

And  I  suggest  under  your  scenario,  we're  going  to  continue  to  cut 
back  further. 

Mr.  Jones.  Well,  I'll  agree  with  you,  Mr.  Huckabv,  on  this,  that 
we  do  have  to  have  fair  trade  policies,  and  I  guess  I  m  understand- 
ing and  I  believe  that  we  and  our  leadership  of  this  nation  can 
work  these  into  agreement,  where  I  guess  maybe  you're  not  of  that 
opinion,  but  we  can  no  longer  see  our  farmers  be  the  sacrificial 
lamb  and  the  entire  economy  of  this  country,  and  we  continue  to 
price  domestically  way  below  the  cost  of  production  for  fear  of  im- 
ports and  fear  of  the  lack  of  doing  anything  about  it  as  far  as 
pricewise. 

Mr.  HucKABY.  Just  in  response,  I  agree  with  where  you're  trying 
to  get  to,  it's  just  how  you  get  there.  I  think  there  is  a  better  way, 
and  we  have  two  models  here  that  have  worked,  that  have  proven 
that 

Mr.  Jones.  Let  me  add  this,  too.  The  program  that  you've  come 
up  with  on  soybeans,  it  is  a  step  in  the  right  direction.  At  least 
you're  acknowledging  the  fact  that  we  cannot  produce  soybeans  for 
the  $4  or  the  $5  level.  And  the  marketing  loan  imder  this,  it's  a 
step  in  the  right  direction,  and  we  will  support  this. 

But  our  fear  is,  there  is  no  supply-management,  and  we're  going 
to  continue  to  produce  and  have  a  budget  exposure,  with  no  supply- 
management  and  budget  exposure,  and  then  where  do  we  go  next? 

The  Americcui  farmer  and  the  taxpayer  and  the  economy  of  this 
country  cannot  stand  another  slap  in  the  face  and  say,  "Well,  that 
didn't  work;  we're  going  to  cut  that  out,"  and  jerk  the  rug  out  from 
under  us  again.  We  don't  have  any  more  chances. 

Mr.  HucKABY.  Well,  the  marketing  loan  for  soybeans  and  rice,  it 
has  very  strict  supply-management  requirements  in  the  legislation. 
We've  had  35  percent  acreage  reduction  programs  in  rice  and  25 
percent  in  cotton. 

Mr.  Jones.  And  you  have  this  in  your  soybean  provision? 

Mr.  HucKABY.  No,  we  do  not. 

Because  of  the  fact  that  we  think  the  loan  price  is  low  enough,  as 
we  discussed  with  the  chairman  earlier  today,  that  there's  no— 
there's  going  to  be  no  one  moving  from  com  into  soybeans  at  that 
level,  and  certainlv  not  from  cotton. 

Plus  with  today  s  base  acreage  requirements,  I  cannot  conceive  of 
any  farmer  who  would  give  up  planting  com  and  lose  some  of  his 
com  base  acreage  to  plant  soybeans  at  $6,  and  certainly  no  one 
with  cotton  either. 

Mr.  Jones.  Well,  we  represent  all  producers  of  all  commodities, 
and  so,  vou  know,  for  us  to  step  in  and  say,  ''Well,  we  support 
this,"  it  s  very  difficult,  because  we  believe  that  the  producer, 
whether  it  be  carrots,  lumber,  dairy,  hogs  or  rice  or  cotton,  they 
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deserve  to  have  a  profit,  and  that  profit  is  going  to  be  derived  right 
here. 

We've  no  longer  got  the  numbers  out  here  to  do  anything.  It's  got 
to  be  gotten.  The  problems  come  right  here.  It's  a  political  problem 
with  failing  l^^lation,  and  it's  got  to  be  corrected  right  here,  and 
we  are  looUng  forward  to  working  with  you  in  doing  this. 

Mr.  GucKMAN.  Thank  you  both  for  testifying.  We'll  see  you  next 
week,  too. 

Mr.  Jones.  Thanks  for  the  opportunity. 

Mr.  GucKBfAN.  Let's  see,  our  next  hearing  in  this  subcommittee 
is  in  2  weeks.  Yes,  today  is — ^what  is  today — the  19th.  It's  in  the 
following  week. 

Fortimately  for  the  economists  of  this  world,  I  don't  add  up  any 
of  these  numbers  or  compute  acreage.  [Laughter.] 

Thank  you  all,  the  hearing  is  adjourned. 

[Whereupon,  at  1:30  p.m.,  the  hearing  was  adjourned.] 

[Material  submitted  for  inclusion  in  the  record  follows:] 
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STATEMENT  BY  ROBERT  N.  BOR 

ON  BEHALF  OF  THE  U.S.  RICE  PRODOCERS  LEGISLATIVE  GROUP 

BEFORE  THE 

HOUSE  AGRICULTURE  SUBCONNITTEE  ON 

WHEAT,  SOYBEANS,  AND  FEED  GRAINS 

March  19,  1987 

I  am  pleased  to  testify  today  on  bahalf  of  the  U.S. 
Rice  Producers  Legislative  Group  on  the  marketing  loan  program 
for  rice.  The  Group  consists  of  the  principal  producers  of  rice 
from  the  major  rice  producing  states.  My  name  is  Robert  N.  Bor, 
a  member  of  the  law  firm  of  Bishop,  Liberman,  Cook,  Purcell  aod 
Reynolds  that  represents  the  Group  in  Washington,  D.C. 

We  are  proud  of  the  marketing  io^n  program  for  rice 
contained  in  the  1985  Farm  Bill.  It  has  worked  remarkably  well 
in  the  brief  period  since  enactment  of  the  1985  Farm  Bill  and 
augurs  well  for  the  future  with  promise  of  major  benefits  to  the 
rice  industry  and  the  economy  as  a  whole.  In  the  marketing  year 
which  began  August  1,  1986  through  March,  rice  exports  have 
increased  by  some  60  percent  over  the  same  period  in  the  previous 
marketing  year. 

The  principal  objectives  of  the  marketing  loan  program 
are  to  make  rice  available  on  the  market  at  competitive  prices  so 
as  to  encourage  increases  in  exports  and  domestic  use,  while  at 
the  same  time  protecting  farm  income.   In  addition  it  has  the 
benefit  of  moving  rice  directly  into  private  coeuftetcial  channels 
instead  of  forcing  it  into  government  hands  through  loan 
forfeitures.   It  also  stimulates  the  local  farm  economy  and 
provides  an  orderly  transition  of  the  rice  industry  from 
government  reliance  to  market  orientation. 

At  the  time  of  enactment  of  the  1985  Farm  Bill,  the 
rice  industry  in  the  United  States  had  lost  its  competitiveness 
in  world  markets  and  government  stocks  were  building  up  to 
unprecedented  levels.  Exports  historically  accounted  for  alA^st 
60  percent  of  disappearance  but  in  recent  years  have  fallen  to 
less  than  50  percent  of  disappearance.  Despite  the  acreage 
reduction  programs  that  were  in  effect  for  rice,  the  carryover  of 
rice  in  the  period  1981  through  1985  increased  from  16.5  million 
cwt.  to  64.7  million  cwt.  of  rough  rice. 

During  the  four  year  period  covered  by  the  1981  Farm 
Act,  U.S.*  rice  exports  declined  37  percent,  from  3  million  metric 
tons  on  a  milled  basis  in  1981  to  1.9  million  metric  tons  in 
1985.  The  decline  in  commercial  exports  was  even  sharper.   In 
1985  alone,  commercial  exports  fell  more  than  500,000  tone.  The 
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U.S.  share  of  world  trade  in  rice  fell  fron  23  percent  in  1981  to 

1.7  percent  in  1985.  In  contrast,  Thailand's  share  of  the  world 

market  rose  fron  24  percent  to  35  percent  during  the  saae  period. 

Four  major  markets  in  which  Thailand  increased  its  market  share 
at  the  expense  of  the  United  States  include  the  European 
Community,  Saudi  Arabia,  South  Africa  and  Nigeria. 

Imports,  while  small,  grew  rapidly  between  1981  and 
1985.   Imports  rose  from  0.2  million  cwt.  of  milled  rice  to  2.2 
million  cwt.  and  threatened  to  keep  on  growing  sharply  due  to  the 
large  differential  between  prices  in  the  United  States  and  prices 
in  the  world  market. 

Why  did  this  happen?  After  enactment  of  the  1985  Farm 
Bill  %#orld  prices  fell  precipitously  while  the  loan  rate  was 
maintained  at  a  constant  level,  well  in  excess  of  the  world 
market  price.  A  weak  world  economy  and  debt  problems  of 
developing  countries  caused  total  uorld  rice  trade  to  stagnate 
and  the  strength  of  the  doilat  reduced  U.S.  competitiveness 
during  that  period.   But  the  m^jor  reason  for  the  decline  in 
export  demand  was  the  high  level  of  U.S.  price  support  in 
relation  to  world  market  prices. 

Under  the  1985  Farm  Bill,  the  loan  rate  was  reduced 
from  $8.00  a  cwt.  in  1985  to  $7.20  a  cwt.  in  1986,  and  thereafter 
will  fall  5  percent  per  year  but  not  lower  than  $6.50  a  cwt.  This 
was  coupled  with  a  marketing  loan  program  under  which  the 
Secretary  is  required  periodically  to  announce  the  prevailing 
world  market  price  for  rice.  A  producer  may  redeem  his  loan  at 
the  prevailing  world  market  price  announced  by  the  Secretary  if 
•it  is  less  than  the  loan  level,  but  not  below  a  floor  specified 
in  the  law.  The  floor  increases  from  50  percent  of  the  loan  rate 
in  1986  to  70  percent  of  the  loan  rate  in  1989  and  1990. 

In  essence,  exports  have  increased  already  by  aomm   60 
percent  from  the  previous  year  and  are  anticipated  to  continue  to 
increase  during  the  balance  of  the  period  of  the  1985  Farm  Bill 
and  to  recover  to  the  level  where  it  was  at  the  time  the  1981 
Farm  Bill  was  enacted.  This  should  result  in  restoring  the  U.S. 
share  of  world  trade  to  about  23  percent. 

It  typically  takes  several  years  for  a  major  change  in 
U.S.  farm  programs  to  have  its  full  effect  on  foreign  production 
and  consumption  decisions.   It  is  not  easy  to  develop  new  or 
recapture  lost  export  markets.  Yet  the  marketing  loan  in  the 
relatively  short  time  since  it  became  effective  is  well  on  the 
way  to  achieving  the  desired  objectives. 

The  signal  that  this  Act  sends  to  the  world  that  the 
U.S.  will  remain  a  resolute  competitor  should  deter  the 
expansion  of  rice  acreage  in  the  world,  particularly  in  countries 
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only  marginally  suited  for  rice  production,  thereby  increasing 
opportunities  for  trade.  Low  world  prices  at  the  same  time 
should  encourage  increased  consumption  throughout  the  world  also 
leading  to  increases  in  world  rice  trade. 

A  white  paper  has  been  developed  by  the  consulting  firm 
of  Abel,  Daft,  and  Earley  th^t  expands  an  the  economic  benefits 
of  the  marketing  loan  program  for  r  c««  This  paper  will  be 
distributed  in  the  near  future.  The  study  contained  in  the  paper 
examines  the  marketing  loan  prog  ran  in  terms  of  its  costs  to  the 
Government  and  benef  ts  to  farmers  and  to  local  and  national 
economies  by  comparing  the  marketing  loan  to  a  90-c^lled  basic 
loan.   It  concludes  that  on  balance,  the  marketing  loan  program 
is  significantly  superior  to  a  program  that  supports  the  market 
price  at  the  basic  loan  level.  According  to  the  analysis  in  the 
report,  the  economic  benefits  of  the  marketing  loan  program  are 
significant.  Consumers  pay  less  for  rice,  and  increased  exports 
and  production  stimulate  more  economic  activity  which,  in  turn, 
should  create  additional  jobs  and  tax  revenues. 

There  are  Federal  budget  costs  that  apply  to  the 
marketing  loan  program  reflected  in  marketing  loan  payments  that 
are  not  fully  offset  over  time  by  elimination  of  a  paid  land 
diversion  and  savings  in  loan  outlays   These  costs  however,  are 
heavily  front-loaded.  More  than  70  percent  of  the  estimated  cost 
of  the  program  over  the  five-year  period  of  the  Bill  will  have 
been  incurred  by  conclusion  of  the  program  for  the  1987  crop. 
Only  30  percent  of  those  costs  are  estimated  to  occur  in  the 
remaining  three-years  covered  by  the  1985  Farm  Bill. 

These  costs  however,  are  more  then  offset  by  the 
effects  of  the  marketing  loan  on  local  economic  activity  over  the 
five-year  period.  In  contrast  to  the  costs  of  the  program,  the 
benefits  are  heavily  back-loaded  with  almost  80  percent 
materializing  in  the  last  three  years  of  the  period.   It  is 
anticipated  that  stocks  under  the  marketing  loan  program  should 
be  drawn  down  close  to  the  30  million  cwt.  target  in  the  1985 
farm  bill  by  the  summer  of  1989. 

At  the  same  time,  as  contrasted  with  the  basic  loan 
program,  there  should  be  increased  rice  production,  which  should 
have  benefits  that  extend  beyond  the  farm  level  to  the  rice 
milling  and  export  operations  and  to  agricultural  input 
industries.   Expanded  production  increases  denand  for  seed, 
fertiliser,  hired  labor,  farm  laactilnery  and  other  capital 
equipment.  There  should  also  be  gains  to  the  service  industries 
associated  with  the  process  of  readying  and  delivering  rice  for 
export,  plus  gains  to  the  ports  themselves.  The  direct  economic 
impact  of  higher  production  and  expanded  exports  should  be 
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significant,  in  terms  of  increased  eaployment,  improvement  of  the 
balance  of  trade  and  an  increase  in  Federal  state  and  local 
taxes. 

The  continued  success  of  the  rice  marketing  loan 
program,  in  our  view,  is  dependent  on  maintaining  the  payment 
limitation  at  the  same  dollar  and  cent  level  as  provided  in  the 
continuing  appropriation  act  for  fiscal  year  1987.  The 
Adcainlstration's  proposal  to  include  the  marketing  loan  payment 
(namely,  the  difference  between  the  loan  rate  and  the  redemption 
price)  within  the  $50,000  limitation  that  currently  applies  to 
deficiency  and  diversiori  payments  will  defeat  the  objectives  of 
the  i&arketing  loan.   The  net  effect  is  that  producers  who  are 
currently  close  to  the  $50^000  limitation,  rather  than  redeem 
their  commodity  from  the  loan,  will  forfeit  the  collateral  to  the 
government   Thia  will  essentially  make  the  goveriunent  the  holder 
of  major  stocks  of  rice  and  return  the  United  States  to  the 
situation  as  it  existsd  immsdiately  prior  to  enactment  of  the 
1985  Farm  Bill.   It  does  us  no  good  to  hobble  a  program  that 
promises  so  much  to  the  rice  industry  and  the  rest  of  the 
economy. 

In  addition,  in  order  fully  to  obtain  the  benefits  of 
the  marketing  loan  program,  it  is  necessary  to  expand  access  on  a 
continuing  basis  to  market  opportunities  overseas.  Certain 
markets  are  now  closed  to  eirports  of  rice  from  the  Onited  States, 
particularly  markets  in  Japan  and  Korea.  There  was  a  section  301 
complaint  that  was  filed  by  the  Rice  Millers  Association  with  the 
Trade  Representatives  Office  that  was  designed  to  force  the 
Onited  States  to  take  action  to  open  up  the  Japanese  market.  As 
you  know,  that  petition  was  rejected.  Congressman  Buckaby  has 
introduced  a  bill,  H.R.  1253,  the  Rice  Equity  and  Export 
Expansion  Act  of  1987,  that  has  as  its  purpose  increasing  access 
to  those  rice  markets  that  deny  fully  competitive  market 
opportunities  to  the  U.S.  rice  industry.  We  support  enactment  of 
that  bill. 

In  conclusion,  if  the  rice  program  in  the  1985  Farm 
Bill  is  continued  intact  we  anticipate  that  it  should  be  an 
outstanding  success  story  for  American  agriculture.   It  is  for 
that  reason  that  the  U.S.  Rice  Producers  Legislative  Group  has 
joined  with  other  commodity  organisations  in  urging  Congress  to 
resist  efforts  to  change  the  law  and  give  the  19BS   Farm  Act 
sufficient  time  to  work  so  that  it  might  have  its  intended  impact 
of  making  agriculture  more  competitive  in  export  markets,  while 
at  the  same  time  maintaining  farm  income. 
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STATEMENT  BY 

HAYNE  A.  BOUTNELL 

PRESIDENT 

NATIONAL  COUNCIL  OF  FARMER  COOPERATIVES 

REPRESEKTING  THE 

NATIONAL  COUNCIL  OF  FARKR  COOPERATIVES 

BEFORE  THE 

HOUSE  AGRICULTURE  SUBCOMMITTEE 

ON  WHEAT.  SOYBEANS  AND  FEED6RAINS 

MMRCH  19.  1987 


Mr.  Chairman,  my   name  Is  Wayne  A.  Boutwell  and  I  an  president  of  the  National 
Council  of  Farmer  Cooperatives.  I  an  testifying  today  on  behalf  of  the 
members  of  the  National  Council.  The  National  Council  Is  a  nationwide 
association  of  cooperative  businesses  which  are  owned  and  controlled  by 
farmers.  The  membership  of  the  National  Council  represents  about  90  percent 
of  the  nearly  5,800  local  farmer  cooperatives  In  the  nation,  with  a  conblned 
membership  of  nearly  2  million  farmers. 

Three  years  ago  In  preparation  for  the  debate  on  farm  legislation  to  replace 
the  expiring  Agriculture  and  Food  Act  of  1981,  the  membership  of  the  National 
Council  sought  a  legislative  proposal  which  would  achieve  soik  vtry  basic 
objectives. 

It  must  enhance  the  competitive  position  of  U.S. 
agricultural  products  In  domestic  and  foreign  markets 
and  change  our  role  as  a  residual  supplier  in  the 
(narktetplace.  In  doing  so  It  must  assure  more  orderly 
marketifig  of  U.S.  producti  and  relieve  the  tJurden  on  U.S. 
farmers  of  having  to  make  all  of  the  production  adjustments 
to  bring  world  supply  and  demand  Into  balance. 

It  must  maintain  farm  Income  and  protect  the  ecofiomlc 
well-being  of  the  farmer. 

It  must  ensure  a  dependable,  high  quality  supply  of  food 
and  fiber  at  reasonable  prices  to  the  American  consumer. 

After  a  thorough  review  of  the  options  available,  the  menbersh  p  of  the 
National  Council  endorsed  the  toncepc  of  tje  mfrjigt  1  ng  1  oan .  Mery   simply,  the 
marketing  loan  proposdl  nrod  f1e£  he  traditional  nonrecourse  loan  program  by 
permitting  repayment  of  the  cotnnodity  loan  at  trte  revi     ing  market  price. 
However,  this  simple  nod  ficatlon  has  significant  mpacts  on  all  segments  of 
the  food  and  fiber  system  and  the  econonor  In  general.  The  following  summary 
highlights  the  operation  and  Implications  of  the  marketing  loan. 
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In  a  given  yc«r,  f«ni  pricts  are 
Mintalned  at  or  above  loan  rates  through 

forfeiture  of  cowwdit/  ta  tr>f  goverfwent. 
Producers  **1  1  aarket  their  products 
C(B«erc1aUj  only  If  the  tarket  price 
exceeds  tl»e  potentlil   lo^n  revenue. 
Producers  receive    ncowe  support  pajwent 
and  nay  ptit  entire  crop  under  loan  and 
store  for  goveroflienti 

Acreage  progr^RS  are  used  to  Unit 
supply/ dcnand  balance  In  given  year. 


The  Marketing  loan  does  not  dictate 
higher  or  loMr  prices.    Prices 
adjust  until  the  aarket  Is  cleared. 
There  Is  no  gowerMent  stock 
takeover  except  those  de$1red  for 
food  tecurUy.     Producers  receive 
ncove  support  pdyaents  and  will 
retatft    oan  support  equal  to 
d  fference  beti^en  loan  rate  and 
■arket  price.    Producer    ncomt  Is 
generated  t>y  aarkecfng  the  product. 

Acreage  programs  ire  used  to 
«a  ntalfi  $upp)y/dciund  balance  In 
9 Wen  year.     Because  of  greater 
■arket  price  fleidbl  Ity 
participation  rates  4rv;  higher  and 
acreage  prograas  sore  effective. 


PARMiii  mcoai 


Parser  receives  support  paynent  based  on 
difference  between  target  and  aarket 
price.     He  wl       receive  JBaricet  price  for 
Mhat  he  sells  and    oin  rate  for  «hat  he 
forfeits.     Fanner's  Incoae  is  total  of 
■arket  receipt      government  loan  proceeds. 
Income  support  payments  and  storage  and 
handling  revenues  paid  by  government. 


Faraer  receives  support  payaent 
based  on  difference  between  target 
and  market  price.     He  receives 
aarket  price  for  the  sale  of  his 
crop  and  *hen  he  repays  the  loan  he 
aay  retain    oan  proceeds  equal  to 
difference  between  the    o*n  rate  and 
the  aarket  price    f  prices  *re  belt« 
the  loan  rate,     tncaie  is  generated 
by  mirketing  the  crop  not  storing 
It.     Firwrs*  total  crop  receipts 
from  all  sources  trt  the  same  under 
both  options. 
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■AMITNM  i«A«  »••••*■ 


ContuMC  p«ys  prt¥«111fi9  Mcktt  prict 
uhfcli  c«fNiot  be  btlow  1o«n  level. 


ContuMC  pnyt  prtYillfiif  aarkeC 
price  Mtitcli  mnjf  dtcHnt  Mow  tie 
loen  level  to  eecoorofo  frMter 

consiMptloe  fo  terplut  coiMltleet. 


POMIOII  COHOUmilO 


Foreign  consuMr  p«ys  tlie  smo  price  «s 
U.S.  consuaers  for  U.S.  products  but  less 
then  U.S.  counterpert  for  non-U.S. 
products  since  coMpetltors  price  Just 
under  U.S.  support  level.     If  U.S.  offers 
bonuses  to  reduce  price  then  foreign 
contuaers  receive  even  lower  prices  then 
domestic  consuaers  for  U.S.  products. 


Pey  for  IncMO  support  peiaents,  loen 
forfeitures  and  storage  end  handling  of 
cowBodlty  until  such  tlaa  that  crop  can  be 
released. 


The  Incoae  and  Mployaent  potential  for 
Input  suppliers  And  procesiori  of  fans 
products  Is  ttt4  10  the  capacity 
utfllzetlon  of  ^grlGuUyrt  and  the  sise  of 
the  consuiin^  aarket,    RcVUnce  on  Idling 
ACrtife  and  starlrig  coMOdltles  to  Support 
pHc«s  «ttove  earket  ng  clearing  levels 
1l«Us  iht  potential  of  related  Industries 
such  as  f«rtl     z^r^  chdlcal* 
transportation  and  food  processing. 


The  rural  coHMinlty  Is  a  reflection  of  the 
level  of  fans  activity.    If  woveaMnt  of 
cowBodlty  Is  reduced  and  productive 
ce^clty  Is  reduced,  the  corresponding 
eaployaent.  Incoae  and  tax  base  is  eroded. 


Foreign  consiaer  piQfs  %mm  price  as 
U.S.  consuaers.    Since  aerket  price 
win  reflect  price  cutting  efforts 
of  coapet Iters. 


P^  for  Incoae  support  pajfents  and 
loan  iupQorx  payn^rtts.    But  loan 
lupport  payiwnt$  will  ba  equal  to 
consuacf-  savings  on  food  costs  If 
ower  prices  are  passed  oa  to 
consuaers.    Storage  and  headllng 
costs  will  be  sharply  reduced  et 
stocks  tn  liquidated. 


The  Incoae  and  aaployaent  potential 
for  Input  suppHtrs  and  processors 
of  fans  products  H  tied  to  the 
capacltjf  uttlUation  of  agnculturt 
and  the      ze  or  the  coniiMing 
aarket.    Reliance  <m  aarhei  prices 
to  clear  the  avallible  voli«e  wcAni 
greater  potential  ^layment  an4 
Incoae  for  all  related  industrtes. 


The  rural  coaaunlty  Is  a  reflection 

of  the    •¥*!  of  fire  activity. 
Susti  ntd  aoveaeni  of  co^Kidltles 
nafnta  ns  the  relitto  Industrtet  end 
the  enplojffcftt,    ncoae  and  tax  base 
Oft  a  continuing  luslt  through 
surplus  or  tight  aarket  cooditloat. 


pouiiaa  coaMTiToee 


Foreign  coapet  Iters  have  a  price 
guaranteed  by  U.S.  fara  policy,  i.e.  loan 
rate.     U.S.  will  make  all  adjustaents  to 
ensure  price  and  coapet  iters  need  only 
price  Just  below  the  rate  to  aarket  their 
entire  output. 


Foreign  coapet  Iters  now  face  price 
risk    and  bar^tn  of  adjutfant  to 

surplus  comlltlons.     DwniMrd 
flexibility   In  prices  aeans  no 
guaranteed  earket  outlet  and 
unHn1t«l  budget  eKpoiure  on 
Subtldin  or  doaesilt  supports. 
Factors  uhlch  win  force  aerket 
adjustaents. 
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Ulth  the  leadership  and  support  of  many  aenbcrs  of  this  Comnlttee,  the  Food 
Security  Act  of  1985  mandated  the  marketing  ]oan  for  rfce,  coxtJA  and  honey 
and  provided  discretionary  authority  for  Its  use  for  wheat  feed^ra1ns«  dnd 
soj^tieini.  During  the  farm  t>^   debate  qudotltatlve  dssessments  ctf  the  n^act 
of  various  opt  ons>  Including  th«  market  r\q   loat^t  'were  readi  y  j^ai  able. 
Unfortunately  they  ^re  rarely  in  agreement.  Now  we  have  the  experlencti  of 
tne  rice  cotton  and  honey  industries  as  case  studies  of  the  marketing  oan. 

Ifi  each  case  the  turnaround  has  been  dramatic  (Table  1).  Total  use  for  rice 
his  ncf eased  by  20  percent  with  exports  up  J6  percent.  Stocks  have  declined 
by  6  percent   Cottofi  use  Is  up  64  percent  with  an  o^er  three-fold  increase 
In  exports.  Honey  use  Is  up  and  Imports  Mtiich  had  forced  doiKStIc  honey 
production  Into  ^overrnnent  sioclis  In  previous  years,  will  be  down  by  30 
percent.  Stocks  have  dec  ned  by  11  percent  and  the  disparity  between  the 
prices  of  Imported  and  domestic  honey  has  disappeared. 

At  the  same  time  the  trend  In  budget  ciut  ays  has  been  reversed.  The 
Administration  recent  budget  »stlRiate«  for  fiscal  year  1988  Indicate  that 
total  outlays  for  these  commodities  will  be  nearly  $1.5  billion  less  than  In 
fiscal  year  1986. 

This  Is  In  sharp  contrast  to  the  situation  In  grains  and  oilseeds  (Table  2) 
where  usage  has  Increased  relatively  little  and  stocks  remain  large  and  are 
continuing  to  build.  Additionally,  CCC  outlays  for  these  crops  remain  In 
excess  of  $14  billion  and  the  annual  CCC  costs  for  storage  and  handling  Is 
projected  to  reach  $1.8  billion  In  fiscal  year   1988  compared  to  around  $400 
million  In  fiscal  year  1985. 

Despite  price  declines  of  22  percent  for  wheat,  32  percent  for  corn  and  7 
percent  for  soybeans,  due  to  lower  nonrecourse  loan  rates,  stocks  have 
continued  to  build  and  total  usage  of  gra  ns  and  soybeans  Is  only  up  about  4 
percent.  Total  grain  and  soybean  stocks  have  Increased  by  nearly  one-third  In 
1986/87  alone.  More  Importantly,  since  1984/85  U.S.  grain  and  soybean  stocks 
have  grown  dramatically  while  the  rest  of  the  world  has  experienced  only 
modest  increases  In  their  stocks. 


1984/85  1986/87   %  Change 
million  meti 


metric  tons 


Ending  Stocks 


U.S.         105      236       ^225 
Foreign      146      166       n4 

Total      251      402       ^0 

Acreage  adjustments  for  wheat,  feedgralns  and  soybeans  have  been  equally  one- 
sided. Uhlle  U.S.  Mheat  and  feedgrain  acreage  has  declined  by  14  million 
acres  In  1986/87,  foreign  acreage  has  been  largely  unchanged.  U.S.  soybean 
acreage  has  declined  about  2  million  acres  In  1986/87  while  foreign  acreage 
has  Increased  by  3  million  acres. 
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Table  1.    Nirkctlng  Loan  C— oJltles 


84/85 

8S/86 
RICE 

86/87  y 

f  OlMfl 

Donestic  Use 

Mil  Cwt. 

60.5 

65.8 

67.0 

♦2 

Exports 

Mil  Cwt. 

62.1 

58.7 

80.0 

♦36 

Total  Use 

Mil   Cwt. 

122.6 

124.5 

147.0 

♦18 

Stocks 

Mil   Cwt. 

64.7 

77.3 

66.9 

-13 

Price 

S/Cwt. 

8.04 

6.53 
COTTON 

3.85 

-41 

Nin  Use 

Mil   Bales 

5.5 

6.4 

7.0 

♦9 

Exports 

Nil  Bales 

6.2 

2.0 

6.8 

♦340 

Total  Use 

Mil  Bales 

11.7 

8.4 

13.8 

♦64 

Stocks 

Mil  Bales 

4.1 

9.4 

5.5 

-40 

Price 

Cents/ lb 

57.8 

56.5 
HONEY 

51.7 

-8 

OcMestlc  Use 

Mil   Lbs. 

262 

304 

323 

♦6 

Imports 

Mil  Lbs. 

141 

135 

95 

-30 

Gov't.  Stocks 

Mil   Lbs. 

253 

274 

243 

-11 

Price  -  Donestic 

Cents/Lb. 

45.5 

43.0 

38 

-12 

Imports 

Cents/Lb. 

35.1 

42.0 

38 

-10 

Loan  Rate 

Cents/Lb. 

65.3 

64.0 

63.0 

-2 

1/ 


Projected 
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Table  2. 

Non- 

-ttirketlng 

loan  CoMOdltles 

84/85 

8S/86 

86/87  y 
MHEAT 

f  Cliam 

Oonestic  Use 

Mil.  Bu 

1.154 

1,045 

1,105 

♦6 

Exports 

Nil.  Bu 

1,424 

915 

1,025 

♦12 

Total  Use 

mi.  Bu 

2,578 

1,960 

2,130 

♦9 

Stocks 

Mil.  Bu 

1,425 

1.905 

1,877 

♦1.5 

Prices 

S/Bu 

3.39 

3.08 

2.40 

-22 

FEED  CRAINS 

Donestic  Use 

Ml).  M. 

Tons 

163.2 

169.8 

171.2 

♦1 

Exports 

Mil.  M. 

Tons 

56.6 

36.6 

40.8 

♦11 

Total  Use 

Mil.  N. 

Tons 

219.8 

206.4 

211.9 

♦3 

Stocks 

Mil.  M. 

Tons 

57.5 

126.4 

167.5 

♦33 

Prices  (Corn) 

S/Bu 

2.63 

2.23 

1.50 

-32 

SOYBEANS 

Crushlngs 

Mil.  Bu 

1,030 

1,053 

1.115 

♦6 

Exports 

Mil.  Bu 

598 

740 

700 

:± 

Total  Use 

Mil.  Bu 

1,721 

1,879 

1,908 

♦2 

Stocks 

Mil.  Bu 

316 

536 

635 

♦18 

Prices 

$/Bu 

5.84 

5.05 

4.70 

-7 

-^     Projected 
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The  excess  production  of  our  competitors  has  moved  Into  iiorld  trade  channels 
and  eroded  the  U.S.  share  of  world  markets.  While  cotton  and  rice  have 
experienced  significant  rebounds  In  this  market  share,  the  grains  and  soybean 
Industries  have  not  approached  the  share  enjoyed  in  the  early  1980*s. 

U.S.  Share  of  Trade 

82/83   83/84   84/85  85/86   86/87 
.....Percent 


Uheat 

45 

Coarse 

Grains 

64 

Soybeans 

56 

Cotton 

30 

Rice 

23 

48 

61 
60 
33 
21 


40 

60 
57 
27 
20 


38 

61 
50 
35 
17 


36 

55 
41 
30 
17 


29 

44 

49 
10 
19 


32 

49 
47 
29 
20 


A  review  of  the  far  reaching  potential  of  the  marketing  loan  clearly  indicates 
that  ber>efUi  Accrue  throughout  the  food  and  fiber  sector  and  the  economy  in 
general.  Mhi   e  a  great  d«a1  of  attention  during  the  debate  was  focused  on  the 
budgetary  exposure  of  the  proposal ,  the  far  reaching  implications  and  costs 
for  the  {)vero   economy  of  ustng  storage  and  acreage  programs  to  support 
prices  may  have  been  underestimated. 

The  tjnportance  of  agriculture  to  the  general  econoiiv  is  depicted  in  Figure  1. 
The  farm  sector    MnkBd   to  the  arger  economy  in  a  network  of  input 
purchases  and  product  sales   Farmers  buy  nputs  such  as  equipntent,  supplies, 
feedj  seed^  ferfti  zer  labor,  and  financing  fro©  wHat  can  be  tenned 
"upstream*  sectors   [n  turn,  farmers  seH  their  products  to  "downstream' 
sectors  wh^cti  store  process,  transport,  manufacture,  distribute,  retaf), 
con$ume,  or  expert  the  products*  For  some  cofiniod  1 1 1  es ,  like  cotton,  these 
chains  are  ver>  long.  Cotton  may  be  ginned,  spun  into  thread,  woven  into 
fabric,  manufactured  into  garments,  and  sold  in  retail  stores.  For  grain 
destined  for  storage  or  export,  however,  the  chain  can  be  short,  ending  with 
transport  to  a  centra  terminal  or  port  or  in  more  recent  times  simply 
remaining  in  farm  storage. 

Looking  at  this  flow  so  as  to  focus  on  the  farm  sector,  $1.00  in  farm  activity 

was  linked  upstream  to  $.64  In  input  activity  and  downstream  to  $3.20  in 

further-processing  activity  If  the  product  In  question  was  ultimately  consumed 
domestically. 

This  total  lintcage  accounts  for  18  percent  of  the  U.S.  Gross  National  Product 
and  over  20  million  obs   The  statement  that  agriculture  accounts  for  18 
percent  of  the  United  States'  6MP  refers  to  the  entire  cofnplex  of  agribusiness 
activities  front  the  beginning  to  the  end  of  the  stream.  Far-ining  alone 
accounts  for  ?  percent  of  tot  a  GNP  while  upstream  activities  account  for 
another  2  percent  and  downs  cream  act  vltics  for  14  percent. 

Describing  these  same   nkages  n  employnient  terms,  the  21.0  million  Jobs 
involved  in  meeting  consumer  and  export  demand  and  storing  surplus  farm 
products  In  1984  were  comprised  of  16.3  million  Jobs  downstream,  2.7  million 
Jobs  on  the  farm,  and  2.0  million  upstream. 
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Agnculturai  S«ctor  GNP  and  Empioymenr  Linkog«s.  1984 


-  Production  Hnkago*  - 


GIW  nrtMbon 


'Sc«i«d  to  i«v«<  of  demand  to  correct  for  tmall  arrora  irttrodueod  in 
'Cioihing.  tho—.  toMceo.  cut  flowort.  Medt.  and  peoad  ptanta. 


Piflura  2 


How  a  SmoH  AcfoaQO  RoducHon  Proofom  Would  CfKsnyo 
AgrtcuNural  Sodor  GNP  and  Emptoymont 


-Production  Hnkagoi 


'Scalad  to  cttanga  >n  damand  to  corract  for  imall  arrora  introducad  in  calculation. 
'Clothing,  ahoaa.  tobacco,  cut  flo«var«.  aaada.  and  pottad  plarMa. 
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In  the  context  of  this  broader  view  of  agriculture,  the  decision  to  idle 
acreage  or  Inpleiient  storage  Incentives  caf^  t)«  co$  1y  to  the  economy  at  large. 
Biied  on  0A      s  by  the  U.i,  [)ep«rCAei^t  of  Agriculture,  a  saall  acreage 
/'«<}u<:t  on  pra^qr^    30  million  dcres)  can  co^t  the  overall  economy  S9  billion 
in  oit  ecofiMlt  act  vUy  and  477  000  jobi  figure  Z  .  Virtually  all  of  this 
loft  econopic  acti  ty  ?*-?  ^^slnyment  would  occuf  n   the  rurah  cjr^ru^M  ut:i 
Ktikh  are  upported  by  faraers.  To  ttie  extent  that  such  prograiis  ittcceed  In 
fore  nq   domest  c  prices  higher,  1   ncrease^  the   nanclal  incentive  for 
Inpor^ng  foreign  products.  In  19^4,  inpoi-ted  agrtcultural  products  cost  the 
U.S.  economy  about  1.7  million  Jobs  and  over  $30  billion  In  economic  activity. 

The  debate  over  whether  the  marketing  loan  will  or  will  not  work  for  grains 
and  oilseeds  and  the  likely  budget  exposure  will  continue.  In  the  Interim  we 
find  a  situation  In  which: 

.  U.S.  grain  and  oilseed  prices  are  still  above  market  clearing  levels 
and  we  are  being  undercut  In  world  markets. 

.  The  l/.S.  Is  accumulating  stocks  rapidly  to  support  prices  at  fixed 
loan  rates.  Since  1984/85  U.S.  stocks  of  wheat  and  coarse  grain 
have  more  than  doubled  while  foreign  stocks  have  only  Increased  by 
14  percent. 

.  The  total  acreage  Idled  under  the  annual  programs  and  long  term 
reserve  Is  approaching  70  million  acres. 

.  Soybean  loan  rates  under  the  provisions  of  the  Food  Security  Act  of 
1985  will  Increase  for  the  1987  crop  from  levels  that  even  now  are 
not  competitive. 

.  Foreign  consumers  are  being  offered  U.S.  products  at  lower  prices 
than  U.S.  consumers. 

.  Budget  savings  are  being  sought  by  directly  reducing  farmer  incomes 
or  increasing  the  size  of  acreage  programs. 

The  experience  with  cotton,  rice  and  honey  are  evident  and  are  not  a 
projection.  Perhaps  it  Is  time  to  seriously  consider  whether  the  sacrifices 
being  made  in  agriculture  and  in  the  rural  communities  are  worth  the  implied 
budget  savings  some  attribute  to  not  implement  the  marketing  loan.  Surely  the 
burden  of  proof  should  now  be  with  those  who  oppose  its  implementation,  rather 
than  those  ^o  have  advocated  Its  use  for  some  time. 

Mr.  Chairman,  I  would  like  to  conclude  by  commending  you  and  the  Committee  for 
holding  these  hearings.  Ue  would  all  like  to  return  prosperity  to  U.S. 
agriculture  and  while  no  one  has  a  magic  wand,  you  are  to  be  commended  for 
continuing  to  search  for  an  answer. 
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Mr.  Chalnan.  aaabers  of  the  SubcoMilttee •  I  •■  Iferk  Nestlcn.  Legislative 
Representative  for  the  Rational  Grange  with  headquarters  at  1616  '*H''  Street, 
N.W. ,  Hashing  ton,  D.C.  The  Grange  is  a  general  farm  organization  representing 
approxiaately  400,000  aeabers  in  41  states.  Since  its  beginning  in  1867. 
the  Grange  has  been  deeply  involved  in  the  format  ion  of  agricultural  policy 
and  has  been  concerned  with  its  ispact  of  the  socioeconomic  cooditioos  in 
rural  America. 

Mr.  Chairman,  please  understand  that  the  National  Grange  continues  to 
support  the  programs  of  the  Food  Security  Act  of  1985.  We  supported  the 
passage  of  the  '85  Farm  Bill  and  contend  that  it  is  meeting  most  of  its 
objectives.  However,  if  there  are  ways  to  improve  the  lav  and  reduce  the 
cost  to  the  Treasury,  it  should  be  considered.  Ulth  that  in  mind,  Mr. 
Chairman,  %#e  commend  you  for  holding  this  series  of  hearings  to  thoroughly 
discuss  the  policy  alternatives  facing  this  Congress.  The  opportunity  to 
continue  agricultural  policy  debate  will  allow  all  of  us  to  make  more 
informed  decisions,  approaching  the  situation  of  wheat,  feed  grains,  and 
soybeans  with  an  open  mind  when  considering  the  options  available. 

Prior  to  the  passage  of  the  1985  Farm  Bill,  the  primary  concern  of 
agriculture,  the  Administration  and  Congress  was  the  rapid  loss  of  our 
historic  export  market  shares.   This  concern  was  reflected  in  the  Act  in 
several  ways.   First,  it  was  almost  universally  accepted  that  our  export 
commodities  must  be  price  competitive  in  world  markets,  which  was  accom- 
plished by  lowering  the  non-recourse  loan  rate  and  by  indexing  it  in  the 
future  to  the  world  market  price.   In  some  commodities,  a  modified  marketing 
loan  program  was  put  in  place,  plus  the  authority  to  use  export  marketing 
certificates  was  provided.   Secondly,  the  Act  contained  the  strongest  trade 
section  of  any  farm  bill  passed  by  Congress.  The  section  contained  a  wide 
range  of  export  enhancement  authority  to  be  used  in  meeting  unfair  trade 
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practices  of  our  competitors.  In  addition,  it  provided  for  neir  export 
credit  prograns.  plus  Increasing  funds  for  ongoing  export  market  development. 
The  National  Grange  does  not  believe  the  policy  goals  have  changed.  Therefore, 
ve  must  look  at  vhat  is  successful  in  other  areas  and  impleasnt  the  cause 
of  such  success  in  areas  where  the  '85  Farm  Bill  is  lacking  in  performance. 
In  our  judgment,  that  tool  is  the  marketing  loan.  The  marketing  loan 
would  be  a  new  concept  for  wheat,  feed  grains,  and  soybean  comnodity  programs. 
Currently,  the  program  is  in  place  for  cotton,  rice,  and  honey.  A  "pure" 
marketing  loan  is  a  recourse  loan  which  must  be  paid,  but  allows  the  producer 
to  pay  the  loan  back  at  the  original  loan  level  or  the  market  price,  whichever 
is  lower.  In  general,  the  marketing  loan  appeals  to  farmers,  export  interests 
and  la%nnakers  because: 

*  The  formula  would  allow  U.S.  coanodities  to  be  competitive  on 
the  world  market. 

*  The  repayment  formula  will  maintain  an  adequate  income 
support  for  producers. 

*  A  marketing  loan  will  allow  the  market  to  clear  by  eliminating 
the  market- inter f erring  aspects  of  the  current  program. 

*  It  will  reduce  the  need  for  supply  management  programs,  but 
when  one  is  necessary,  it  takes  away  the  incentive  for  our 
competitors  to  expand  their  production  because  we  will  remain 
price-competitive,  encouraging  our  competitors  to  share  in 
our  efforts  to  adjust  production  when  surplus  exists. 

*  The  marketing  loan  will  avoid  govertment  programs  of  storing 
surplus  commodities  which  become  costly  to  store  and  which 
may  ultimately  reduce  prices. 

As  mentioned  earlier,  a  scaled-down  version  of  the  marketing  loan  is 

contained  in  the  '85  Farm  Bill  for  cotton  and  rice  (also  for  wheat  and 

feed  grains  at  the  discretion  of  the  Secretary).  The  program  has  been 

extremely  successful  for  cotton  and  rice  and  those  producers  and  people 

related  to  those  Industries  are  well  satisfied  with  the  marketing  loan. 
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Cotton  exports  are  projected  to  reach  7  million  bales  for  this  crop  year. 
As  of  Septenber  1986,  U.S.  cotton  export  sales  coaaltaents  were  already  4.7 
■llllon  bales,  which  Is  alaost  Th   times  the  total  exports  during  the  1985 
crop  year.  Mr.  Huckaby,  a  aeaber  of  this  SubcoHKlttee,  last  week  reported 
that  the  acreage  set-aside  for  cotton  next  year  may  be  zero  percent  doe 
to  the  program,  and  that  cotton  today  Is  the  only  program  commodity  selling 
above  the  loan  rate.  These  Impressive  sales  are  the  response  by  our  over- 
seas customers  to  U.S.  cotton  prices  that  are  on  par  with  world  prices  for 
the  first  time  In  nearly  2  years.  Rice  Is  experiencing  similar  successes » 
with  exports  up  40  percent  from  last  year. 

The  cotton  marketing  loan  program  has  also  forced  our  competitors  to 
adjust  their  supply.   Statistics  show  that  the  acreage  adjustment  process 
abroad  has  already  commenced.  Chinese  acreage  was  down  26  percent  In  1985 
and  Southern  Hemisphere  plantings  %iere  off  11  percent.  Although  the  figures 
on  1986  acreage  are  preliminary,  China  is  thought  to  be  down  another  5  per- 
cent and  Australia  by  another  25  percent. 

This  new  cotton  program  is  also  responsible  for  the  change  that  has  oc- 
curred in  stocks  held  by  the  Commodity  Credit  Corporation.   Since  the  sale 
of  some  800,000  bales  on  January  6,  1987,  the  CCC  does  not  have  a  single 
bale  of  forfeited  cotton.  There  is  no  costly  surplus  of  cotton  today,  and 
there  is  little  reason  to  expect  any  forfeitures  in  the  future. 

It  appears  as  though  the  cotton  program  has  been  instrumental  in  Increasing 
the  world  cotton  price.  As  calculated  by  the  USDA,  the  world  price  has 
doubled  since  July  of  1986.  While  it  is  risky  to  project  the  future  price, 
the  industry  believes  that  the  price  level  will  remain  above  the  1987  loan 
rate  of  52.25  cents  per  pound  (as  of  2/19/87,  the  world  price  was  53.57  cents). 
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If  this  speculation  it  accurate,  there  will  not  be  any  coat  to  the  U.S. 
Treasury  under  the  cotton  aarketlng  loan  program. 

Mr.  Chairman t  the  National  Grange  realizes  that  there  is  a  difference 
between  commodities »  but  we  believe  that  the  program  should  be  made  applicable 
to  wheat,  feed  grains,  and  soybeans  and  that  it  can  be  as  effective.   In 
fact.  It  may  even  be  more  effective  if  it  Is  a  "pure**  marketing  loan. 

The  Grange  has  a  concern  with  simply  Implementing  the  marketing  loan 
for  wheat  or  feed  grains  which  the  '85  Farm  Bill,  at  the  Secretary's  dis- 
cretion, allows.  That  program  has  a  70  percent  floor,  meaning  the  producer 
must  pay  the  loan  back  at  no  less  than  70  percent  of  the  loan  rate.  More- 
over, It  is  a  non-recourse  loan  which  means  when  the  market  falls  below  the 
70  percent  level,  the  producer  will  have  an  economic  incentive  to  forfeit 
the  conmodlty  to  the  CCC,  therefore,  building  up  surplus  stocks.  This 
may  not  allow  our  prices  to  move  to  competitive  levels  and  leaves  a  price 
floor  which  our  competitors  can  undercut.   In  other  words,  the  government 
Is  still  Influencing  the  price  in  the  market  place.  A  "pure"  marketing 
loan  allows  the  price  to  fluctuate  to  world  levels  trithout  government  inter- 
vention. One  reason  exports  have  not  Increased  more  dramatically  under  the 
current  program  is  due  to  price  certainty.  The  U.S.  has  told  its  customers 
what  commodity  prices  will  be  in  six  months,  twelve  months,  etc.  The  "pure" 
marketing  loan  removes  the  certainty  and  forces  both  customers  and  competitors 
to  buy  and  sell  subject  to  the  market. 

With  this  concern  in  mind,  the  National  Grange  is  developing  a  program 
which  we  call  the  "Grange  Marketing  Loan".  As  Subcomsdttee  member  Mr. 
Roberts  so  eloquently  stated  about  "fools"  and  "angels"  last  week,  we  may 
be  the  fools  rushing  in,  but  we  are  trying  to  tread  softly.   In  developing 
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the  proposal,  we  have  a  nuaber  of  objectives  In  alnd.  They  Include:  main- 
taining farm  income,  increasing  exports,  targeting  benefits  to  small-  and 
medium-size  farmers,  and  fiscal  responsibility.  Meeting  all  of  theae  goals 
makes  the  job  very  difficult. 

As  mentioned  earlier,  while  we  still  support  the  objectives  and  concept 
of  the  *85  Farm  Bill,  this  may  be  a  program  which  will  enhance  tha  objectivea 
of  that  Act.  Mr.  Chairman,  it  is  not  the  Grange's  intention  to  ask  Congress 
to  amend  tha  Food  Security  Act  of  1985  in  the  next  month  and  a  half;  in 
fact,  we  are  looking  toward  a  detailed  economic  analysis  to  better  undmrstand 
the  results  of  our  proposal.  We  may  seek  to  have  the  "Grange  Marketing  Loan* 
introduced  in  the  Second  Session  of  the  100th  Congress;  when  it  may  became 
necessary  to  act  on  alternatives  to  some  provisions  of  the  *85  Act.  Ue 
want  to  submit  our  program,  at  this  time,  aa  a  viable  alternative  for  discus- 
sion. 

The  following  is  a  broad  outline  of  the  "Grange  Marketing  Loan"  propomal 
for  wheat,  feed  grains  and  soybeans: 

*  The  loan  rate  would  be  set  yearly  by  the  Secretary  at  the 
national  average  cost  of  production. 

*  Target  prices  would  be  eliminated. 

*  The  producer  would  pay  back  the  loan  at  the  lower  of: 

1)  the  original  loan  rate,  or 

2)  the  county  monthly  average  market  price. 

*  A  limit  would  be  placed  as  to  the  total  aggregate  amount  of  com- 
modities that  could  be  placed  under  the  marketing  loan. 

*  Acreage  Reduction  Programs  would  be  phased  out. 
'  Commodity  certificates  are  eliminated. 

*  Export  Enhancement  Progrsms  are  eliminated. 
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In  the  proposal,  the  loan  tate  is  set  at  the  average  cost  of  production. 
This  level  simply  guarantees  that  the  producer  will  stay  In  business  over  the 
long  run.  Economic  theory  suggests  that  In  a  purely  competitive  Industry, 
a  producer  will  produce  where  marginal  cost  equals  marginal  revenue  (price 
or  loan  rate).  The  prof It-motlvated  producer  will  produce  a  comsKxllty  up 
to  that  precise  point  which  means  that  resources  are  efficiently  allocated 
under  competition.  Figure  1  graphically  shows  when  the  loan  rate  Is  set  at 
the  cost  of  production,  that  a  farmer  Is  guaranteed  his  production  costs  are 
covered  and  that  production  efficiencies  are  encouraged. 

Target  prices  are  Innedlately  eliminated  under  the  Grange's  proposal. 
However,  the  Increase  In  the  loan  rate  coupled  with  other  features  of  the 
program  will  maintain  farm  Income  near  or  above  current  net  farm  Income  ac- 
cording to  preliminary  findings  by  USDA. 

The  third  feature  of  the  program  makes  U.S.  agricultural  commodities 
competitive  on  the  world  market.  The  loan  under  the  Grange's  proposal  Is 
a  recourse  loan,  meaning  that  the  commodity  cannot  be  forfeited  as  payment, 
the  farmer  must  pay  back  the  loan.   This  avoids  build-up  of  surplus  com- 
modities and  eliminates  the  storage  cost  Incurred  by  the  Federal  Treasury. 

Allowing  the  producer  to  pay  back  the  loan  at  the  market  price  will 
place  U.S.  conmiodltles  on  the  market  without  any  type  of  price  floor.  This 
then  will  force  customers  and  competitors  to  buy  and  sell  on  the  market 
without  predeternined  guaranteed  price  levels.  Additionally,  our  competition 
will  be  encouraged  to  assist  In  supply  reduction  as  the  world  price  adjusts 
from  the  present  U.S.  farm  program  umbrella  to  world  constSMr  demand. 

When  the  loan  rate  Is  above  the  market  price,  the  producer  will  pay 
back  the  loan  at  the  average  market  price  and  keep  the  difference  as  a  Loan 
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Differential  Payment  (Figure  2).  When  the  market  price  is  above  the  loan 
rate  (as  is  the  case  of  cotton  today),  the  producer  will  pay  back  the  loan 
at  the  original  loan  rate  (Figure  3),  eliminating  any  cost  to  the  government. 
By  calculating  the  average  market  price  on  a  county  monthly  basis,  regional 
differences  are  recognized  and  better  marketing  decisions  are  encouraged. 
If  the  farmer  sells  above  the  average  market  price,  he  still  pays  the  loan 
back  at  the  average  market  price,  and  receives  the  benefit  of  his  marketing 
ability  (Figure  4). 

As  our  submitted  testimony  from  Tuesday's  targeting  hearing  indicated, 
we  have  been  and  continue  to  be  a  proponent  of  targeting  farm  program  benefits 
to  the  small-  and  medium-sized  commercial  farmer.   To  accomplish  this  goal 
under  our  program  proposal,  we  place  a  cap  on  the  aggregate  (wheat,  faed 
grains,  and  soybeans)  amount  of  conmodity  per  farmer  that  can  be  placed 
under  the  marketing  loan.  Any  production  over  that  aggregate  level  would 
not  be  protected  by  the  government  and  would  be  subject  to  market  forces. 
This  will  both  target  the  benefits  and  reduce  the  exposure  to  the  federal 
budget . 

Many  lawmakers  have  indicated  that  supply  management  programs  have 
not  been  effective  and  that  they  send  signals  to  our  competitors  that  U.S. 
farmers  are  willing  to  unilaterally  control  supply.  For  these  and  other 
reasons,  our  program  phases  out  the  acreage  reduction  requirement.  When 
this  happens,  the  government  is  removed  from  production  decisions  and  the 
farmer  uses  his  business  knowledge  to  make  those  production  decisions.  This 
non-complicated  program  becomes  even  simpler  when  ARPs  are  removed.  No 
advanced  sign-up  would  be  required,  removing  confusion  and  reducing  paper- 
work and  expenses  In  the  local  ASCS  offices. 


Digitized  by 


Google 


411 


-  8  - 

Payment  in  comnodity  certificates  would  be  inefficient  and  difficult 
xmder  this  type  of  program.  Additionally,  in  the  out  years  of  the  program » 
the  government  would  not  hold  stocks  to  back  commodity  certificates.  More* 
over,  these  certificate  programs  are  complicated  and  have  caused  headaches 
and  heartaches  for  farmers.  Therefore,  the  elimination  of  certificates  under 
this  type  of  program  would  assist  everyone  Involved. 

The  last  feature  outlined  Is  the  elimination  of  the  Export  Enhancement 
Programs.  These  programs.  In  some  cases,  have  been  detrimental  to  agricul- 
tural exports;  their  implementation  have  pleased  some  customers  while  upset- 
ting traditional  customers.  With  the  marketing  loan,  the  cost  of  U.S.  com- 
modities are  competitive  with  the  cost  of  foreign  commodities  and  additional 
subsidies  would  be  unnecessary. 

There  are  many  positive  aspects  to  this  type  of  program  in  addition  to 
Income  maintenance  and  Increased  exports.  USDA*s  preliminary  analysis  suggests 
that  the  Grange's  proposal  would  lower  food  prices*  increase  food  manufacturing 
and  transportation  activity,  and  Increase  purchases  of  farm  inputs.  These 
externalities  are  a  benefit  to  the  macroeconomy.  As  food  prices  decrease, 
consumers  have  an  increased  portion  of  their  disposable  income  to  purchase 
goods  and  services  for  other  sectors  of  the  economy.  Additionally*  as  food 
prices  decrease,  so  does  the  cost  of  living  and  with  it,  the  cost  of  food 
stamp  programs  and  the  official  U.S.  poverty  level,  thus  reducing  the  cost 
of  welfare  programs  and  inflation-indexed  social  security  programs.  As  the 
activity  in  the  input  and  the  processing  sides  of  agriculture  increase, 
employment  Increases  (as  did  the  cotton  and  rice  employment  opportunities), 
which  reduces  the  cost  of  unemployment  and  worker  retaining  programs.  This 
type  of  agricultural  program  could  play  a  role  in  the  economic  recovery  of  this 
country. 

Mr.  Chairman,  thank  you  for  this  opportunity  to  outline  a  program  that 
the  National  Grange  believes  should  be  given  serious  consideration  in  future 
agricultural  policy  debate.   I  would  be  happy  to  answer  any  questions  you 
may  have. 

(Attachments  follow:) 
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TESTIMONY  OF  DAVID  HAGGARD 

PRESIDENT 

AMERICAN  SOYBEAN  ASSOCIATION 


BEFORE  THE 
SUBCOMMITTEE  ON  WHEAT,  FEED  GRAINS  AND  SOYBEANS 

U.S.  HOUSE  COMMITTEE  ON  AGRICULTURE 
MARCH  19,  1987 


Mr.  Chairman,  I*m  David  Haggard,  a  soybean  fanner 
from  Steele,  Missouri.   I'm  President  of  the  American 
Soybean  Association  (ASA) ,  a  national  non-profit  organi- 
zation representing  U.S.  soybean  farmers  with  members  in 
29  states.   ASA  seeks  to  increase  the  opportunity  for  U.S. 
farmer  profitability  through  its  market  development, 
research,  government  relations  and  trade  policy 
activities. 

Last  year,  American  soybean  farmers  produced  a  2 
billion  bushel  crop  on  61  million  acres,  worth  $9.4 
billion.   About  45%  of  our  total  production  is  exported 
annually.   Production  from  every  1  row  in  four,  some  $2.4 
billion,  is  sold  to  the  European  Economic  Community  (EEC) 
annually.   Japan  is  the  largest  single-nation  market  for 
American  soybean  farmers,  and  traditionally  purchases 
about  $1  billion-worth  of  U.S.  soybeans.   Other  signifi- 
cant markets  exist  in  Asia  and  South  America.   American 
soybean  farmers  realize  that  exports  are  essential  for  the 
t'Lofitabilit.y  of  their  iiidustry. 

ASA  appreciates  the  opportunity  to  appear  before  your 
Subcommittee  today  to  discuss  the  soybean  farm  program  and 
the  concept  of  a  marketing  loan.   There  are  very  signifi- 
cant problems  with  the  soybean  program  now  • • .  problems 
that  threaten  to  foreclose  on  our  industry's  future. 

Unless  modified,  we  believe  the  present  soybean  farm 
program  will  continue  to  undermine  the  structure  of  the 
soybean  industry.    Today's  program  provides  inadequate 
income  support  for  U.S.  soybean  farmers  and  has  the 
perverse  effect  of  stimulating  foreign  production,  under- 
mining our  international  competitiveness  and  exporting  our 
soybean  industry  overseas.   Since  this  foreign  production 
frequently  enjoys  the  benefit  of  export  subsidies,  U.S. 
exports  of  soybeans  and  soybean  products  face  a  difficult 
challenge  to  be  competitive  in  the  world  oilseed  market- 
place. 
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Unless  the  soybean  program  is  changed,  government 
stocks  will  continue  to  grow,  the  costs  of  the  soybean 
progreun  will  rise  dramatically  and  the  U.S.  farmer's 
position  as  the  Number  1  supplier  of  soybeans  to  the  world 
will  continue  to  diminish. 

ASA  Position  on  Soybean  Farm  Program 

American  soybean  farmers  understand  we  live  in  a 
competitive  world.   We  are  working  hard  to  increase 
efficiency  and  competitiveness  to  rebuild  our  world  market 
share.   U.S.  soybean  farmers  believe  they  are  competitive 
producers  of  soybeans  and  that  in  a  world  of  reduced 
production  and  export  subsidies,  their  market  share  and 
profitability  will  improve. 

We  recognize  that  ASA's  proposals  for  change  in  the 
soybean  farm  prograun  have  taken  several  forms  in  the  past 
several  years.   However,  ASA  has  consistently  supported  a 
policy  which  allows  soybeans  to  be  competitive  with 
foreign  production  and  provides  grower  income  support. 

Two  weeks  ago  the  ASA  Board  of  Directors  debated  the 
current  soybean  program  at  great  length.   They  agreed  that 
a  change  is  urgently  needed.   After  many  options  were 
discussed  these  ASA  farmer  leaders  decided  that  ASA  should 
continue  to  support  a  soybean  program  that  includes  a 
minimum  $5.02  per  bushel  income  support,  discourages  stock 
building,  and  excludes  a  payment  limitation  or  acreage 
controls.  These  soybean  program  objectives  could  be 
accomplished  through  several  means,  including  a  marketing 
loan,  a  producer  option  payment  or  a  direct  payment 
program. 

ASA  believes  that  the  U.S.  Department  of  Agriculture 
has  sufficient  authority  to  modify  the  soybean  program  to 
meet  these  goals.   For  this  reason,  ASA  strongly  encour- 
ages the  Administration  to  exercise  its  discretionary 
authority  to  support  soybean  farmer  income  while  making 
soybean  prices  more  competitive  in  the  world  market.   ASA 
farmer  leaders  do  not  support  legislative  change  in  the 
soybean  program  at  this  time,  at  least  until  the  Administra- 
tion is  given  the  opportunity  to  use  the  authority 
available  under  the  1985  farm  bill  to  make  needed  adjust- 
ments. 

One  other  point  needs  to  be  made.   Whatever  domestic 
program  change  for  soybeans  is  considered,  we  urge  policy 
makers  to  carefully  consider  whether  or  not  it  is 
consistent  with  our  GATT  commitments  and  whether  or  not  it 
will  subject  us  to  countervailing  duties  or  other  trade 
restrictions.   While  we  certainly  have  severe  trade 
problems  with  the  EEC,  that  market  still  accounts  for 
roughly  half  of  all  of  our  soybean  and  soybean  product 
exports.   This  is  due  in  large  part  to  the  duty-free 
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bindings  for  soybeans  and  soybean  meal  achieved  in  the 
Dillon  Round  of  trade  negotiations  in  1962.   The  EEC  has 
long  regretted  granting  the  United  States  these  duty-free 
bindings  and  has  often  attempted  to  impair  the  bindings  in 
one  way  or  another  to  boost  its  own  self-sufficiency  in 
vegetable  oil  and  protein.   The  EEC  has  never  withdrawn 
these  bindings  unilaterally  because  it  could  not  afford  to 
pay  the  compensation  it  would  owe  the  United  States.   It 
is  important  to  recognize  that  the  EEC  imports  our  soy- 
beans and  soybean  products,  not  because  it  wants  to,  but 
because  it  cannot  afford  to  suffer  the  costs  of  U.S. 
.  i.  - 1  ,•  ^  ♦.  ^  ^P  '  »-  '-'.ot  doing  so . 

The  United  States  will  have  accomplished  little  if 
the  soybean  program  is  changed  and  then  countervailed 
against  by  the  EEC.   Soybean  farmers  would  well  find 
themselves  without  a  market  for  one-quarter  of  their  crop, 
which  would  further  exacerbate  our  oversupply  problem 
virtually  overnight.   This  concern  is  particularly  rele- 
vant in  light  of  the  recent  subsidy/ injury  finding  against 
U.S.  corn  by  the  Canadian  Import  Tribunal  and  Canada's 
subsequent  imposition  of  a  countervailing  import  duty. 

Mr.  Chairman,  let  me  take  a  few  minutes  to  review  why 
soybean  farmers  believe  that  the  present  soybean  program 
is  undermining  the  economic  health  of  the  U.S.  soybean 

industry. 

I.   The  Current  Soybean  Program  is  Exporting  U.S. 

Production  Overseas  While  Providing  Inadequate  Support 
for  Soybean  Farmers 

The  1985  farm  bill  established  a  soybean  progrsua  that 
simultaneously  provides  a  loan  rate/income  support  that  is 
not  sufficient  for  many  soybean  farmers  to  make  a  profit. 
Yet,  because  of  the  U.S.  farm  programs  of  other  crops,  the 
soybean  loan  rate  is  high  enough  to  stimulate  production 
abroad. 

An  increasing  number  of  American  farmers  are  planting 
for  the  target  price  program  . . .  but  foreign  producers 
plant  for  the  world  cash  price,  supported  by  U.S.  prices. 
U.S.  corn/ soybean  growers  make  their  planting  decisions  by 
looking  at  the  comparative  return  from  the  corn  target 
price  versus  the  soybean  loan  rate.   However,  farmers 
outside  the  United  States  and  their  governments  look  to 
the  soybean-corn  cash  price  ratio  to  make  planting 
decisions  since  they  are  not  eligible  for  deficiency 
payments.   A  general  rule  of  thumb  is  that  if  the  soybean 
price  is  more  than  2.4  times  the  corn  price,  a  farmer 
raises  soybeans.   If  the  soybean-corn  ratio  is  less  than 
2.4:1,  he  raises  corn. 

Today,  the  corn  target  price  of  $3.03  compared  to  the 
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1987  soybean  loan  rate  of  $4.77-$5.02  (depending  on  the 
level  designated  by  USDA)  means*  that  U.S..  growers  see  a 
soybean-corn  ratio  of  1, 4-1.6:1  ...  a  clear  signal  to 
maximize  corn  acreage  within  the  constaints  of  the  pro- 
greuQ. 

The  soybean-corn  cash  price  ratio  sends  a  clear 
message  to  foreign  producers  to  cut  back  on  feed  grain 
acreage  and  expand  soybean  acreage.   Since  the  cash 
soybean  price  is  supported  by  the  U.S.  soybean  loan  rate^ 
while  the  corn  cash  price  is  below  the  corn  loan  rate  due 
to  PIK  &  ROLL,  the  soybean-corn  cash  price  ratio  is  about 
3.4:1  in  favor  of  more  soybean  production  by  our  foreign 
competitors.  (The  central  Illinois  cash  soybean  price  is 
about  $4.80  per  bushel  versus  a  $1.40  per  bushel  cash 
price  for  corn  in  the  same  location.) 

Under  the  present  soybean  program ,  production  will 
continue  to  grow  unabated  for  soybeans  ir.  r?jt]-  AT.crica, 
palm  oil  in  Malaysia,  soybeans  in  China,  rapeseed  in 
Canada  and  oilseeds  in  the  European  Community.   The  most 
notable  example  of  this  is  Argentina  where  soybean 
acreage  increased  to  a  record  9  million  acres  in  1987  . . . 
up  750  million  acres  or  9%  over  last  year's  record. 
Brazil's  production  will  likely  reach  a  near-record  16.5 
million  mt  (606.2  million  bushels).   The  upwards  produc- 
tion trend  is  clear  (see  attached  chart) . 

ASA  is  deeply  concerned  that  continuation  of  the 
cu_r  r  e  n  t  s  oy  be  a  n  p  rog  ram  wEe  r  e  by  t  h  ^  1  o  ^  n  r  a  t  e  s  upp  arts  the 
cash  gr ice  will  result  in  exporting  oui^  soybean  production 
ca p a c  1 1 y  o v e r e a s  .   Fewer  U,S.  soybean  g^rowers  will  be 
farming  fewer  acres  of  soybeans  here  while  foreign  produc* 
tion  expands  to  meet  world  demand. 

This  trend  is  well  underway.   Soybean  acreage  has 
already  declined  by  almost  11  million  acres  since  1979 
while  foreign  soybean  acreage  increased  by  15  million 
acres  during  the  same  period.   This  trend  must  be  stopped 
where  our  competitors  add  almost  1-1/2  acres  to  production 
for  every  acre  we  remove.   We  have  seen  U.S.  acreage 
decline  from  ever  70  million  acres  in  1979  to  about  59 
million  acres  anticipated  this  year.   Soybean  farmers 
believe  they  have  experienced  a  defacto  set-aside  of 
significant  proportions  caused  by  market  forces  and 
government  edict. 

A  soybean  progreun  that  provides  grower  income  support 
while  allowing  U.S.  market  prices  to  drop  will  make 
foreign  oilseed  subsidies  more  expensive.   In  the  short 
run,  this  would  discourage  further  expansion  in  foreign 
production  and  actually  reduce  soybean  acreage  abroad  in 
the  long  run.   No  longer  would  the  U.S.  soybean  loan  rate 
be  a  price  floor  under  the  world  market  that  our  com- 
petitors can  easily  undercut  with  export  subsidies. 
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II.   The  Current  Soybean  Program  Will  Mean  Record 

Government  Soybean  Stocks  [•- 

In  the  early  1980 's  the  soybean  program  worked  well. 
The  world  price  of  soybeans  was  well  above  the  soybean 
loan  rate  of  $5.02  per  bushel.  The  price  received  by 
farmers  allowed  the  soybean  loan  progrsun  to  operate  li 
effectively  as  a  tool  to  hold  soybeans  off  the  market  I] 
during  the  harvest  surplus  and  provide  cash- flow  to  allow  |i 
the  farmer  to  meet  his  immediate  expenses.  Soybeans  were 
put  under  loan,  with  the  vast  majority  redeemed  at  the 
loan  rate  plus  interest  chaj.i,es.  Minimal  forfeitures  were 
resold  by  CCC  at  a  profit. 

The  situation  is  different  today.   USDA  now  o%ms 
about  385  million  bushels  of  soybeans,  with  the  likelihood 
of  nearly  500  million  bushels  in  CCC  ownership  by  the  end 
of  this  marketing  year.   Add  to  that  the  strong  possibi- 
lity of  that  another  100  million  bushels  of  '86-crop  will 
be  forfeited  by  the  end  of  1987.   Thus,  CCC  could  own  the 
equivalent  of  Brazil's  entire  soybean  crop  by  the  end  of 
calendar  year  19871   USDA  predicts  a  carryover  of  635 
million  bushels  into  MY  87/88,  and  most  of  that  will  be 
owned  by  the  government.   That's  equal  to  a  four  month's 
supply  of  soybeans  ...  a  record  level. 

Soybean  analysts  in  government  and  the  private  trade 
agree  that,  barring  any  change  in  the  soybean  program,  CCC 
soybean  stocks  will  likely  increase  in  the  years  ahead. 
The  Congressional  Budget  Office  has  revised  its  FY '88 
soybean  baseline  cost  estimate  upwards  to  $458  million  to 
reflect  increased  CCC  soybean  ownership.   USDA  estimates, 
prepared  last  fall,  project  that  in  FY '88  the  soybean 
program  will  cost  only  $158  million.   ASA's  economic 
estimates  force  us  to  believe  that  USDA's  cost  estimate  is 
far  too  low. 

In  conclusion,  we  strongly  urge  Congress  to  encourage 
the  Administration  to  modify  the  current  soybean  program 
to  turn  around  the  severe  problems  we  have  outlined  here 
today.   It  is  unfortunately  clear  that  the  Administration 
will  be  forced  to  spend  more  than  initially  anticipated 
on  the  soybean  program  in  the  next  few  years.   Yet  it 
makes  little  sense  to  American  soybean  farmers  to  spend 
federal  funds  to  undermine  their  industry.   ASA  believes 
it  would  be  far  better  to  restructure  the  program  so  that 
federal  support  is  redirected  to  help  the  soybean  industry 
position  itself  for  a  healthy  future. 

(Attachments  follow:) 
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TESTIMONY  FOR  THE  HOUSE  AGRICULTURE  SUBCOMMITTEE 

FOR  WHEAT,  FEED  GRAINS  AND  SOYBEANS 

THURSDAY,  MARCH  19,  1987 

PRESENTED  BY 

LOUISIANA  FARM  BUREAU  FEDERATION 

BATON  ROUGE,  LOUISIANA 

My  name  is  Shelby  Robert,  a  soybean  and  livestock  producer, 
from  Ascension  Parish.   I  have  a  diversified  farming  operation 
that  includes  500  acres  of  soybeans.  I  am  presenting  this  testi- 
mony today  on  behalf  of  Louisiana  Farm  Bureau  Federation  in  which 
I  serve  as  Secretary-Treasurer.  Louisiana  Farm  Bureau  Federation 
is  a  private  general  farm  organization  and  is  the  largest  in 
Louisiana  representing  over  70,000  farm  families  including  over 
10,000  soybean  farmers. 

In  my  testimony  today,  I  would  like  to  give  you  a  brief 
overview  of  the  present  situation  facing  soybean  farmers  in 
Louisiana  and  also  state  our  position  on  farm  program  alterna- 
tives for  soybeans.  The  economic  situation  faced  by  soybean  farm- 
ers in  our  state  over  the  last  three  years  is  nothing  short  of  a 
disaster.   Louisiana  soybean  farmers  have  been  faced  with  a  com- 
bination of  below  cost-of -production  prices,  adverse  weather,  and 
detrimental  government  decisions  affecting  the  soybean  industry. 

In  general,  the  overall  viability  for  the  soybean  industry 
in  Louisiana  is  in  jeopardy.  Eight  years  ago  soybean  acreage  in 
Louisiana  was  at  3.5  million  acres  which  made  it  the  largest  crop 
in  the  state.   In  1986,  the  acreage  fell  to  1.95  million  acres 
and  state  agricultural  economists  estimate  the  1987  plantings 
could  be  1.5  million  acres  or  less.  Overall  prices  received  by 
farmers  in  the  same  period  have  declined  dreunatically.   In  1983, 
the  average  price  received  by  farmers  nationwide  was  $7.81  per 
bushel.  In  1986,  on  the  other  hand,  USDA  estimates  the  average 
price  to  be  around  $4.70  per  bushel,  a  decline  of  40  percent. 
As  an  outlook  for  1987  prices,  futures  prices  for  November  are 
ciirrently  around  $4.60-$4.70  per  bushel.  Louisiana  State  Univer- 
sity states  that  the  cost-of -production  for  even  the  more  effi- 
cient Louisiana  soybean  farmers  is  around  $5.00  per  bushel. 

To  add  to  the  problems  faced  by  our  soybean  farmers,  we  have 
experienced  three  consecutive  years  of  adverse  weather.  Nineteen 
eighty-four  produced  heavy  and  continuous  rainfall  during  harvest 
which  affected  almost  90  percent  of  the  crop.  The  following 
year,  three  back-to-back  late  season  hurricanes  also  adversely 
affected  production.   Last  year,  a  major  portion  of  our  soybean 
production  area  was  affected  by  the  drought  that  swept  the 
Southeast  as  well  as  by  excessive  rain  during  planting. 

The  problems  facing  soybean  farmers  in  Louisiana  are  also 
showing  up  as  problems  with  agricultural  credit.   In  recent 
meetings  with  the  Jackson  Farm  Credit  Bank,  officials  tell  us 
that  the  overwhelming  majority  of  "problem"  and  "loss  loans"  are 
characterized  by  soybean  production  as  a  main  component  of  the 
farming  operation. 
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In  addition  to  low  prices,  there  are  other  problems  that  are 
shared  by  soybean  farmers  across  the  country    Recent  changes  in 
the  FGIS  grade  standards  Increased  the  discount  levels  for  damage 
for  soybeans  two  to  three  tiroes.  We  have  made  continued  argu- 
ments that  these  were  not  necessary  and  were  an  overreaction  to 
quality  complaints  from  overseas  customers.  The  net  effect  of 
these  changes  was  the  same  as  a  price  reduction  since  both  affect 
the  net  price  received  by  farmers. 

Currently,  U.S.  soybean  farmers  are  also  faced  with  the 
imposition  of  import  duties  W  the  EEC.  As  you  are  aware,  the 
EEC  has  not  imposed  import  duties  on  soybeans  since  1962.   Also, 
the  EEC  represents  the  largest  customer  to  U.S.  producers. 

Louisiana  Farm  Bureau  Federation  believes  that  the  mainte- 
nance of  the  soybean  industry  in  Louisiana  is  vital  not  only  to 
our  members  who  are  producers  of  the  crop,  but  also  to  the  entire 
economy  of  the  state   Soybeans  is  the  number  one  crop  in  Louis- 
iana but  unless  something  is  done  we  stand  the  chance  of  losing 
a  substantial  part  of  this  industry. 

Vfhile  all  the  problems  we  have  identified  cannot  be  c\ired  by 
government  action,  we  believe  some  measures  must  be  taken  to  pro- 
vide soybean  producers  with  additional  government  farm  program 
support.   Louisiana  Farm  Bureau  Federation  is  a  strong  supporter 
of  the  1985  Farm  Bill  and  in  general  does  not  support  any  major 
changes  in  its  direction   We  are  particularly  pleased  with  the 
cotton  and  rice  provisions  which  were  developed  under  the  leader- 
ship of  this  Coraroittee  principally  through  the  work  of  Congress- 
roan  Huckaby. 

The  current  Farro  Bill  does  provide  options  to  the  Secretary 
of  Agriculture  to  iroprove  the  soybean  program.  As  you  are  aware, 
the  Secretary  has  the  option  of  implementing  a  marketing  loan  for 
soybeans  but  to  date  has  failed  to  do  so   Provisions  in  the 
soybean  title  allow  the  Secretary  to  provide  for  the  repayment  of 
loans  at  world  prices.  We  are  strong  supporters  of  this  concept 
as  evidence  of  the  success  of  the  marketing  loan  in  the  rice  and 
cotton  programs   We  believe  that  soybeans  would  also  react 
favorably  to  a  marketing  loan   It  would  send  a  signal  to  our 
competitors  particularly  Argentina  and  Brazil  that  the  U.S. 
intends  to  have  its  soybeans  competitively  priced  in  all  markets 
both  domestic  and  foreign   The  marketing  loan  is  the  ideal  mech- 
anism for  allowing  our  soybeans  to  be  competitively  priced  and 
yet  provide  an  adeqjate  measure  of  support  for  soybean  producers. 
We  urge  the  Secretary  to  use  his  discretion  to  implement  a  mar- 
keting loan  for  soybeans  at  a  reasonable  level. 

Impleroenting  this  option  would  provide  the  quickest  and 
cleanest  forro  of  support  for  our  producers.  In  fact,  the  Secre- 
tary could  implement  a  marketing  loan  for  the  1987  crop  of  soy- 
beans.  Failing  to  do  so,  we  strongly  support  legislative 
efforts  to  mandate  the  implementation  of  a  marketing  loan  for 
soybeans . 
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We  support  the  efforts  of  Congressman  Huckaby  in  his  intro- 
duction of  a  marketing  loan  for  soybeans.  His  bill  provides  a 
meaningful  level  of  support  for  soybean  producers  at  $6.00  per 
bushel  while  at  the  same  time  allowing  the  price  of  our  coimiiodity 
to  trade  at  competitive  world  prices.   It  would  also  provide  that 
the  acreage  eligible  for  such  a  marketing  loan  would  be  main- 
tained at  or  near  current  levels. 

We  are  aware  that  similar  legislation  has  been  introduced  in 
the  U.  S.  Senate.  We  also  realize  that  Congress  is  budget  con- 
scious and  will  carefully  consider  all  farm  program  outlays.   In 
our  opinion,  the  marketing  loan  concept  is  the  roost  cost- 
efficient  and  effective  marketing  tool  available  for  soybeans. 
If  implemented,  the  cost  of  the  program  would  decrease  as  it 
takes  effect  due  to  market  reactions  and  price  increases.  This 
approach  is  very  much  market-oriented.  We  wish  to  point  out  that 
if  the  current  situation  continues  in  the  soybean  industry, 
stocks  will  continue  to  build,  CCC  forfeitures  will  increase  as 
will  overall  soybean  program  costs  to  the  government.  Now  is  the 
time  for  most  effective  action  to  reverse  a  potentially  large 
build  up  in  soybean  stocks  and  avoid  soybeans  being  in  the  same 
surplus  situation  as  corn  and  wheat. 

In  summary,  we  believe  some  action  is  needed  to  aid  soybean 
producers.  This  is  our  organization's  number  one  priority.  We 
also  believe  that  the  marketing  loan  is  the  most  practical 
approach  available  at  the  present  time.   If  implemented  at  rea- 
sonable levels,  we  could  support  a  marketing  loan  for  soybeans 
being  implemented  either  administratively  or  mandated  through  by 
legislation.  Whichever  approach  is  taken,  we  urge  that  it  be 
done  promptly.  The  future  of  the  soybean  industry  in  Louisiana 
as  well  as  in  most  of  the  country  depends  upon  it. 

Thank  you  for  allowing  me  the  opportunity  to  present  this 
testimony.   I  will  be  happy  to  answer  any  questions. 
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TESTIMONY  OF 

MERLE  HANSEN 

VICE  PRESIDENT.  NATIONAL  SAVE  THE  FAMILY  FARM  COALITION 

PRESENTED  TO  THE  WHEAT.  SOYBEANS  AND  FEED  GRAINS  SUBCOMMIHEE 

OF  THE  AGRICULTURE  COMMITTEE  OF  THE  VS.  HOUSE  OF 

REPRESENTATIVES 

THURSDAY.  MARCH  19.  1987 


Mr.  Chairman  and  members,  thank  you  for  this  opportunity  to  visit 
with  you  today.  Tm  a  Nebraska  farmer.  I  serve  as  the  president  of  the 
North  American  Farm  Alliance,  but  I'm  here  today  to  speak  on  behalf  of 
the  38  member  organizations  of  the  National  Save  the  Family  Farm 
Coalition. 

Rural  America  is  in  bad  shape.  And  under  the  current  farm 
program,  there's  no  light  at  the  end  of  the  tunnel. 

Here  in  Washington,  we  hear  that  all  we  need  to  do  is  be  patient,  to 
give  the  '83  farm  bill  a  chance  to  work.  We're  told  that  we  must  lower  our 
prices  so  we  can  increase  our  eiports.  because  only  by  mcreasing  our 
exports  can  we  get  our  prices  up.  Now.  I'm  just  a  farmer,  and  maybe 
there's  a  new  kind  of  logic  that's  been  developed  back  here  in  Washington 
that  we  haven't  heard  about  back  home  yet.  But  this  sounds  amazingly 
similar  to  the  watermelon  farmer  who  was  losing  ten  dollars  a  truckioad 
on  his  melons,  so  he  bought  another  truck  to  try  to  make  it  up  in  volume. 

We've  lowered  our  prices  every  year  since  1981.  The  result?  Our 
export  earnings  have  declined  from  nearly  $44  billion  in  that  year  to  just 
$26.3  billion  last  year.  And  the  latest  U.S.D.A.  projections  indicate  our 
export  earnings  in  fiscal  1987  will  be  lower  still. 

Last  year,  with  the  expressed  purpose  of  boostmg  our  exports,  the 
federal  government  lowered  our  wheat  prices  and  made  up  the  difference 
with  $3.3  billion  in  direct  subsidy  payments  to  wheat  farmers.  The  result? 
The  total  value  of  our  wheat  exports  was  just  $2.7  billion,  nearly  a  billion 
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dollars  less  than  the  subsidy  payments. 

Using  the  same  approach  with  corn,  we  paid  farmers  $6.3  billion  in 
subsidy  payments  last  year  to  make  possible  corn  exports  totalling  just 
$2.5  billion. 

In  Nebraska—  where,  by  the  way.  those  subsidy  payments  don't 
even  cover  the  production  costs  of  most  of  our  farmers—  the  logic  we  use 
out  there  tells  us  that  this  approach  is  not  particularly  cost-effective.  Most 
of  us  are  losing  money,  so  we  don't  get  to  pay  income  taxes,  but  if  we  did. 
we'd  be  hard-pressed  to  justify  this  kind  of  program. 

Because  the  United  States  effectively  sets  the  world  price  for  the 
major  export  commodities,  our  low  prices  have  forced  the  world  prices 
down  to  artificially-low  levels.  Were  not  just  bankrupting  our  own 
farmers.  We're  also  hurting  farmers  around  the  world.  In  Canada  and 
Australia,  in  Argentina  and  Brazil,  farmers  are  losing  income  because  of  our 
low  commodity  prices.  In  Europe,  they  allow  their  farmers  a  decent  return 
for  their  crops,  but  they  subsidize  their  exports  to  compete  with  us.  and 
our  low  prices  are  forcing  them  to  pay  out  more  and  more  in  subsidies. 
Some  of  our  policymakers  think  Europe  and  our  other  competitors  will  just 
throw  in  the  towel,  but  they  rely  on  exports  just  as  much  as  we  do  and 
have  made  it  clear  they'll  compete  with  us  to  the  bitter  end.  Argentina  and 
Brazil,  in  particular,  are  under  constant  pressure  to  increase  their  exports 
to  generate  the  cash  they  need  to  make  the  interest  payments  on  their 
international  debt.  When  we  lower  the  world  price,  they  lower  theirs,  too. 
and  increase  their  production  and  their  export  volume  in  an  attempt  to 
make  up  in  volume  what  they're  losing  in  price. 

The  irony  is  that  our  policies  are  devastating  the  cash  positions  of 
the  nations  who  are  our  best  customers  for  other  export  items.    We're  in  a 
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trade  war,  and  we  re  all  losing  il. 

Equally  ironic,  the  evidence  is  mounting  that  our  cheap  grain 
policies  are  in  part  responsible  for  famine  in  some  areas  of  the  world. 
When  the  U.S.  and  Europe  dump  cut-rate  grain  in  Third  World  nations,  it 
either  sits  on  docks  until  it  goes  bad  or  it's  used  by  tenuous  governments  to 
head  off  unrest  among  the  citizens  of  their  volatile  urban  areas. 
Meanwhile,  their  peasant  farmers  can't  compete  with  the  underpriced 
imports,  so  they  either  go  broke  or  they  raise  specialty  crops  for  export 
instead  of  planting  the  basic  commodities  that  could  make  their  naticms 
self-sufficient  in  food. 

With  our  current  basic  commodity  programs—  the  non-recourse 
loan  and  target-price  structure—  the  loan  rate  sets  an  artificially-low  world 
price.  The  marketing  loan  concept  eliminates  even  that,  throwing  our 
farmers  and  farmers  around  the  world  into  a  cut-and-slash  battle  for 
export  sales  in  a  limited  and  over-supplied  market. 

In  recent  weeks,  our  member  groups  have  hosted  Washington 
visits  by  several  leading  officials  of  the  European  Community.  Each  of 
them  has  expressed  the  opinion  that,  while  the  EC  under  no  circumstances 
will  surrender  and  relinquish  the  world  market  to  us,  there  is  substantial 
sentiment  among  many  in  Europe  that  it's  time  for  the  major  exporters  to 
sit  down  together  and  make  a  serious  effort  to  work  out  some  sort  of 
multilateral  agreement  based  upon  higher  prices  and  supply  management. 

Yesterday  in  a  Senate  Agriculture  Committee  hearing,  several 
economists  agreed  that  increasing  our  exports  by  lowering  our  prices 
would  be  extremely  difficult  and.  at  best,  would  not  happen  quickly. 

Mr.  Thomas  Moore,  a  member  of  the  President's  Council  of 
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Economic  Advisers,  testified  Uiat  he's  noticed  a  big  change  in  thinking  in 
his  recent  trips  to  Europe  and  that  he's  nov  "optimistic^*  that  a  multilateral 
agreement  could  be  reached. 

And  most  of  the  members  d*  the  Senate  committee  who  were 
present—  Republicans  and  Democrats  alike—  expressed  strong  feelings  that 
the  U.S.  should  be  more  forceful  in  pursuing  such  an  agreement. 

This  is  indeed  a  change  in  tone  for  all  sides,  and  we  welcome  it. 

But  such  an  agreement  must  not  focus  merely  on  mutual 
production  cutbacks  while  turning  world  market  prices  loose  to  seek  some 
so-called  "equilibrium*'  level.  Such  an  approach,  which  the  Administration 
supports,  would  find  equilibrium  somewhere  near  the  per-unit  production 
cost  of  the  export  competitor  with  the  lowest  national  standard  of  living. 
American  producers  are  innovative  and  efficient,  but  they  pay 
American  prices  for  their  production  inputs.  Likewise,  they  pay  American 
prices  for  their  household  expenses  and.  yes.  for  their  groceries.  They're 
entitled  to  receive  returns  adequate  to  cover  their  production  costs  and  to 
allow  them  to  share  in  the  American  standard  of  living. 

The  f aa  is  that  America  is  the  dominant  force  in  the  world 
agricultural  export  market.  Our  federal  price  support  levels  effectively  set 
the  world  prices  of  the  major  commodities.  The  marketing  loan  jerks  the 
rug  out  from  under  those  world  prices. 

On  the  other  hand,  if  we  raise  our  price  supports  to  fair  levels,  our 
competitors  have  repeatedly  indicated  that  they  would  raise  their  prices, 
as  well.  If  any  try  to  take  advantage  of  our  opemng.  we  have  ample 
surplus  stocks  to  d*fer  bonus  commodities  to  convince  them  of  the  error  of 
their  ways—  not  by  further  subsidizing  our  farmers  with  marketing  loans 
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while  the  price  seeks  bottom,  and  not  by  a  blanket  ofTer  of  bonus 
commodities  on  every  sale  we  make  at  an  unsupported  world  price. 

No.  if  a  competitor  doesn't  cooperate,  we  can  unilaterally  target 
bonus  commodity  offers  to  one  or  more  potential  customers  of  that 
competitor.  These  bonus  commodities  would  be  used  as  a  rifle,  not  as  a 
shotgun,  and  we  have  enough  in  storage  to  enhance  individual  sales  enough 
to  make  our  point  very  clearly.  The  result  would  be  that  we  either  win  the 
targeted  sale  or  we  force  the  uncooperative  competitor  to  drop  their  price 
so  far  that  it  becomes  clear  to  them  that  cooperation  and  higher  prices  are 
better  for  all  concerned.  At  the  same  time,  we  would  make  it  clear  that  we 
will  not  attempt  to  steal  the  customers  or  capture  the  market  niches  of 
fellow  exporters  who  do  cooperate. 

This  "export  PIfC  hammer"  is  an  important  provision  rf  the  Harkin/ 
Gephardt  "Family  Farm  Act."  which  is  endorsed  by  all  the  member  groups 
of  the  National  Save  the  Family  Farm  Coalition.  The  bill  also  would  instruct 
the  President  to  pursue  a  multilateral  agreement  with  the  other  major 
exportmg  nations. 

The  importance  of  a  multilateral  agreement  or  of  the  PIK  hammer 
should  not  be  exaggerated,  however.  Several  1983  analyses  dT  an  earlier 
higher-price,  mandatory-supply-control  measure,  with  no  oonsideratioa  of 
a  multilateral  agreement  or  export  enhancement,  indicated  that  even 
without  these  features,  such  a  program  might  reduce  our  export  volume 
some  but.  because  of  the  higher  per-unit  prices,  it  would  increase  our 
export  earnings  substantially.  Of  course,  these  export  tools—  while  not 
necessary  to  make  the  Harkin/Gephardt  program  work—  would  make  it 
even  more  effective. 
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In  summary,  the  National  Save  the  Family  Farm  Coalition  feels  the 
marketing  loan  approach  to  exports  is  counterproductive.  It's 
tremendously  expensive  to  American  taxpayers,  and  it's  only  useful  to 
engage  in  trench  warfare  with  the  other  major  agricultural  exporters  of  the 
world,  most  of  them  our  friends  and  allies. 

Everyone  hopes  for  renewed  growth  in  world  market  demand.  But 
farmers  understand  better  than  anybody  today  that  there's  a  point  at 
which  the  battle  for  export  sales  becomes  too  expensive. 

We  support  a  fair  price  that  allows  our  farmers  to  recover  their 
production  costs  plus  a  fair  return—  by  American  standards—  for  their 
investment  and  labor.  At  the  same  time,  to  avoid  the  necessity  of 
taxpayers  footing  the  bill  to  purchase  and  store  excess  production,  we  want 
the  opportunity  to  vote  for  a  mandatory  program  that  will  give  each 
farmer  the  assurance  that  he  and  his  neighbor  will  only  be  producing  the 
volume  needed  to  meet  actual  demand. 

In  1985,  this  subcommittee  and.  in  fact,  the  full  House  Agriculture 
Committee  indicated  your  support  for  giving  farmers  such  an  option.  I 
commend  you.  and  I  urge  you  to  push  for  it  on  our  behalf  again. 

Things  are  not  improving  in  rural  America.  They're  getting  worse. 
Lower  prices  are  not  the  solution,  they're  the  problem.  Our  meetings  with 
farmers  all  over  the  nation—  and  the  Wheat  Poll  conducted  last  year  by 
USDA—  indicate  that  a  majority  of  farmers,  many  of  them  reluctantly,  have 
come  to  the  conclusion  that  effeaive  supply  management  and  higher  prices 
in  the  marketplace  are  the  only  way  out  of  the  mess  we're  in. 

Give  us  the  opportunity  to  vote— this  time  in  a  binding 
referendum—  and  I  think  you'll  find  that  American  farmers,  in  exchange 
for  a  fair  price,  are  willing  to  do  what  it  takes  to  make  the  program  work. 
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TUESDAY,  MARCH  31,  1987 

House  of  Representatives, 

SuBCOMMnTEE  ON  WhEAT,  SOYBEANS,  AND  FeED  GrAINS, 

COMBOTTEE  ON  AGRICULTURE, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  9:35  a.m.,  in  room 
1302,  Longworth  House  Office  Building,  Hon.  Dan  Glickman  (chair- 
man of  the  subcommittee)  presiding. 

Present:  Johnson,  English,  Evans,  Penny,  Nagle,  Jontz,  Volkmer, 
Stangeland,  Emerson,  Smith,  Schuette,  and  Grandy. 

Also  present:  Representative  E  (Kika)  de  la  Garza,  chairman  of 
the  committee. 

Staff  present:  Phillip  L.  Fraas,  counsel;  Vemie  Hubert,  assistant 
counsel;  Katherine  A.  Hughes,  clerk;  Grc^Frazier,  Eugene  Moos, 
Bernard  Brenner,  Timothy  J.  Galvin,  Cliff  Humphrey,  and  John 
Conrad. 

OPENING  STATEMENT  OF  HON.  DAN  GLICKMAN,  A  REPRESENTA- 
TIVE  IN  CONGRESS  FROM  THE  STATE  OF  KANSAS 

Mr.  GucKMAN.  Good  morning.  I  think  we  will  try  to  start  reason- 
ably on  time  recognizing  that  we  have  a  very  full  schedule  of  wit- 
nesses today  and  we  also  have  a  couple  of  conflicting  things.  One  is 
the  full  committee  at  11  o'clock  in  the  next  room  has  a  hearing  on 
the  trade  bill  and  both  Secretary  Lyng  and  Special  Trade  Repre- 
sentative Clayton  Yeutter  will  be  over  there  so  that  may  be  a  con- 
flicting time  thing  although  we  can  continue  to  go  through  there. 
We  do  not  have  to  stop  for  the  full  committee  hearing. 

The  other  thing  is  tnat  at  noon  we  go  in  and  we  will  have  a  vote 
on  the  veto  override  of  the  highway  bill  very  shortlv  thereafter, 
that  is  a  nondebatable  motion  so  it  is  possible,  we  will  see  how  we 
make  it  in  terms  of  time  this  morning  but  it  may  be  that  we  have 
to  break  for  lunch  or  if  it  looks  like  we  €u-e  making  good  progress, 
we  just  may  go  straight  through  lunch  and  continue  on.  I  think  we 
will  just  have  to  make  that  jud^gment  as  we  enter  this  process. 

Today  we  have  a  full  slate  for  what  should  be  an  enlightening 
and  lively  session  on  a  very  important  issue.  This  marks  the  fifth 
hearing  of  the  subcommittee  this  month  on  the  question  of  alterna- 
tives to  the  1985  farm  bill. 

We  have  heard  from  the  administration  on  its  proposals.  We 
have  examined  the  concept  of  decoupling,  the  concept  of  targeting, 
the  marketing  loan  and  today,  we  examine  both  mandatory  produc- 
tion controls,  more  ac^gressive  supply-managements  or  derivatives 
of  this  package  largely  embodied  in  the  legislation  introduced  in 
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the  Senate  by  our  colleague,  Tom  Harkin,  and  in  the  House  by  our 
colleague,  Dick  Gephardt. 

As  most  of  you  know  and  as  the  size  of  today's  witness  list  indi- 
cates, this  is  a  deeply  controversial  subject  and  has  been  for  the 
last  2  years  with  one  of  the  pivotal  votes  on  the  farm  bill  was  on 
an  amendment  embodying  thils  approach. 

It  is  my  hope  that  today  as  in  previous  hearings  the  subconmiit- 
tee  will  be  educated  as  to  the  implications  on  farming  in  rural 
America  if  we  were  to  adopt  this  particular  approach. 

We  are  all  pcdnfuUy  aw€u-e  of  the  very  extraordinarily  serious 
problems  in  agriculture  and  we  need  to  be  aw€u-e  of  the  conse- 
quences of  actions  on  all  of  the  options  from  decoupling,  targeting, 
marketing  loan,  no  change  at  all  and/or  the  mandatory  supply 
management  approach. 

I  have  reserved  judgment  on  all  of  the  options  that  we  have 
talked  about  both  the  ones  I  have  mentioned  before  as  well  as  the 
one  today.  I  have  generally  been  favorably  inclined  to  support 
more  aggressive  supply  management  approaches  but  frankly,  I 
have  viewed  these  hearings  as  the  first  time  since  the  1981  farm 
bill  when  we  have  tried  to  examine  the  intellectual  underpinnings 
of  farm  policy  options. 

We  know  the  problems  €u-e  serious.  It  is  now  time  for  us  to  look 
at  constructive  options  to  the  current  farm  program  and  determine 
whether  they  will  work  or  not.  That  is  the  function  of  these  hear- 
ings. I  wish  we  would  have  done  more  of  this  5,  6,  7  years  ago. 

We  had  a  lot  of  people  coming  in  and  tellinyg  us  how  bad  things 
were.  We  know  that.  Now  we  have  to  figure  out  what  is  the  best 
way  to  get  us  out  of  this  mess  that  we  are  in.  So  for  that  reason 
todisty's  hearing  provides  us  that  kind  of  opportunity  and  I  am  par- 
ticularly pleased  to  see  a  former  colleague  from  this  committee, 
Tom  Harkin,  who  unfortunately  went  over  to  the  other  body,  left 
this  committee  with  a  void  of  passion  and  intellectual  stimuLation. 

I  think  he  has  elevated  the  other  body  with  that  passion  and  in- 
tellectual stimulation  although  I  see  that  he  is  also  the  chcurman 
of  the  D.C.  Appropriations  Committee  and  I  think  he  is  probably 
happier  talking  about  farm  policy. 

But  we  are  delighted  to  have  him  here  as  well  as  our  colleague 
on  this  conmiittee.  Lane  Evans,  who  has  been  a  chief  sponsor  of  the 
legislation  and  he  is  also  on  this  subcommittee  as  well. 

So  we  are  delighted  to  have  you  both  here.  Do  either  of  my  col- 
leagues have  any  opening  comments?  Yes,  Mr.  Grandy. 

Mr.  Grandy.  Yes,  thank  you,  Mr.  Chairman.  I  would  just  like  to 
extend  my  welcome  to  both  of  our  colleagues  and  in  particular,  my 
Iowa  colleague,  who  is  one  of  the  leading  authorities  on  this  pro- 
posal and  his  sensitivity  to  this  problem  is  widespread. 

I  have  an  opening  statement  I  would  like  submitted  for  the 
record,  Mr.  Chairman. 

Mr.  GucKMAN.  Without  objection,  your  entire  statement  will 
appear  in  the  record. 

Mr.  Grandy.  Thank  you. 

[The  prepared  statement  of  Mr.  Grandy  follows:] 
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Congressman  Fred  Grandy  (R-Ia) 

OPENING  STATEMENT 
Harch  31,  1987 

NOBODY  IN  THIS  CONGRESS  REPRESENTING  AGRICULTURAL  INTERESTS  HAS  MORE 
CONCERN  THAN  I  REGARDING  THE  FINANCIAL  STRESS  IN  FARMING.  I  CONGRATULATE 
THE  CHAIRMAN  FOR  CONVENING  THIS  HEARING.  I  AM  CONFIDENT  THAT  THE 
INFORMATION  GENERATED  BY  THIS  EFFORT  WILL  MAKE  A  POSITIVE  CONTRIBUTION 
TOWARD  THE  DEBATE  ON  FARM  POLICY  OPTIONS. 

THE  FOCUS  OF  TODAY'S  HEARING,  OF  COURSE,  IS  THE  POLICY  OPTION  OF 
MANDATORY  CONTROLS.  OUR  CHALLENGE,  AS  I  SEE  IT.  IS  TO  GET  OUT  ON  THE  TABLE 
ALL  THE  IMPLICATIONS  RELATIVE  TO  THE  IMPLEMENTATION  OF  MANDATORY  CONTROLS 
—  THE  SAME  APPROACH  WHICH  MUST  BE  USED  IN  THE  ANALYSIS  OF  ALL  FARM  POLICY 
OPTIONS. 

I  PERSONALLY  SEE  MANDATORY  CONTROLS  AS  A  GOOD  NEWS,  BAD  NEWS 
PROPOSITION.  I  CITE  THREE  SOURCES  CONTRIBUTING  TO  THIS  PERSPETIVE,  ALL  OF 
WHICH  I  WOULD  LIKE  TO  SUBMIT  FOR  INCLUSION  IN  THIS  HEARING  RECORD.  THOSE 
SOURCES  ARE: 


1)  "COMPARATIVE  ANALYSIS  OF  SELECTED  POLICY  OPTIONS  FOR  U.S. 
AGRICULTURE"  (FAPRI  STAFF  REPORT  #1-87.  FEBRUARY  1987,  FOOD  AND 
AGRICULTURAL  POLICY  RESEARCH  INSTITUTE,  UNIVERSITY  OF  MISSOURI  - 
COLUMBIA  AND  IOWA  STATE  UNIVERSITY); 

2)  "ADVANTA^,  ARGENTINA"  (FARMFUTURES  MAGAZINE,  MARCH  1987);  AND 

3)  "FARMFARE  REFORM  AND  MISEDUCATION  OF  LEAHY"  (WARREN  BROOKES, 
WASHINGTON  TIMES.  MARCH  23,  1987. 

THE  FORM  OF  MANDATORY  CONTROLS  ANALYZED  CONCERNS  THE  GEPHARDT -HARK IN 
PROPOSAL. 
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FIRST  THE  GOOD  NEWS: 


1)  THE  GEPHARDT-HARKIN  PLAN  WOULD  CUT  GOVERNMENT  FARM  SUBSIDY  COSTS 
BY  BETTER  THAN  50  PERCENT  OVER  THE  FIVE  YEAR  PERIOD  1987  TO  1991 
COMPARED  TO  THE  CONTINUATION  OF  THE  FOOD  SECURITY  ACT  OF  1985  (FSA 
1985) 

2)  NET  FARM  INCOME  IN  1972  DOLLARS  WOULD  BE  40  PERCENT  HIGHER  UNDER 
GEPHARDT-HARKIN  PLAN  OVER  THIS  SAME  FIVE  YEAR  PERIOD  THAN  FSA 
1985. 


UNFORTUNATELY,  A  GREAT  DEAL  OF  POLICY  ANALYSIS  AND  RHETORIC  STOPS 
AT  THIS  POINT. 


SO  NOW  FOR  THE  BAD  NEWS  -  THE  DARK  SIDE  OF  MANDATORY  CONTROLS: 


1)   ALL  OF  THE  GOOD  NEWS  ABOVE  IS  CONTINGENT  UPON  THE  FORMATION  OF  A 
MARKET-SHARING  CARTEL  AMONG  CURRENT  EXPORTERS  TO  MAINTAIN  THE  U.S. 
PARITY  PRICES  IN  INTERNATIONAL  MARKETS.  HOWEVER,  EVEN  WITH  A 
CARTEL,  U.S.  EXPORT  LEVELS  WOULD  STILL  DECLINE  BY  20  TO  30 
PERCENT. 


2)   BY  1990,  THE  GOVERNMENT  COST  SAVINGS  AND  FARM  INCOME  GAINS  ARE 
MORE  THAN  OFFSET  BY  INCREASES  IN  CONSUMER  FOOD  EXPENDITURES. 


3)  THE  GOVERNMENT  COST  OF  THE  MANDATORY  PROGRAM  IS  PROJECTED  TO  RISE 
BEYOND  1995,  WHILE  THE  COSTS  OF  THE  OTHER  ALTERNATIVES  EVALUATED, 
INCLUDING  THE  FSA  1985,  DECLINE. 


4)  BY  1995  THE  LOSSES  TO  CONSUMERS  IN  TERMS  OF  FOOD  EXPENDITURES  ARE 
MORE  THAN  $25  BILLION  GREATER  THAN  THE  FARM  COMBINED  INCOME  GAINS 
AND  GOVERNMENT  COST  SAVINGS. 


5)   WHILE  CROP  PRODUCERS  RECEIVE  SUBSTANTIAL  INCOME  GAINS  FROM  THE 
MANDATORY  PROGRAM,  THE  LIVESTOCK  SECTOR  OF  U.S.  AGRICULTURE  WILL 
FACE  A  SEVERE  COST-PRICE  SQUEEZE. 


6)   THE  MANDATORY  PROGRAM  REQUIRES  THE  IMPOSITION  OF  EEC-TYPE  TARIFFS 
OR  QUOTAS  TO  PROTECT  DOMESTIC  MARKETS. 


7)   IN  THE  ABSENCE  OF  A  GLOBAL  GRAIN  CARTEL,  MANDATORY  CONTROLS  WOULD 
RESULT  IN  U.S.  AGRICULTURE  SERVING  ONLY  THE  DOMESTIC  MARKET. 
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8)   ACCORDING  TO  AN  OHIO  STATE  UNIVERSITY  STUDY  ARGENTINA  CURRENTLY 
CAN  PRODUCE  CORN  ALMOST  $30  A  TON  CHEAPER  THAN  THE  AVERAGE  U.S. 
CORN  BELT  FARMER.  UNDER  MANDATORY  CONTROLS  U.S.  FARM  PRODUCTION 
EXPENSES  UILL  INCREASE  ALMOST  TWICE  AS  FAST  AS  COMPARED  TO 
EXPECTED  PRODUCTION  COST  INCREASES  UNDER  THE  FOOD  SECURIH  ACT  OF 
1985. 


9)   QUOTED  IN  A  WASHINGTON  TIMES  ARTICLE.  ROBERT  PAARLBERG.  A  HARVARD- 
WELLESLEY  AGftlCULTUUL  ECONOMIST,  SAID  A  MANDATORY  SET-ASIDE  OF  SS 
PERCENT  OF  LAND  WOULD  REDUCE  U.S.  GROSS  NATIONAL  PRODUCT  BY  $70.8 
BILLION  AND  2,125,000  JOBS  WOULD  BE  LOST  —  A  FIGURE  NEARLY  EQUAL 
TO  THE  TOTAL  NUMBER  OF  FARMERS  IN  THE  UNITED  STATES;  SS3,000  OF 
THESE  LOST  JOBS  WOULD  COME  FROM  THE  FARM  PRODUCTION  SECTOR  ITSELF. 


FINALLY,  I  SUBMIT  FOR  THE  RECORD  AN  ARTICLE  BY  OKLAHOMA  STATE 
UNIVERSITY  PROFESSOR  LUTHER  TWEETEN  TITLED  "MANDATORY  SUPPLY  CONTROL  -  A 
VIABLE  ALTERNATIVE?"  DR.  TWEETEN  CONCLUDES  IN  HIS  PAPER  THAT  MANDATORY 
CONTROLS  REDUCE  EFFICIENCY.  ARE  INEQUITABLE  WITH  RESPECT  TO  LOW-INCOME 
CONSUMERS  AND  SMALL  FARMERS,  AND  THAT  EVENUTALLY  ANY  INCOME  BENEFITS  OF 
MANDATORY  CONTROLS  WOULD  BE  LOST  OVER  TIME. 

MR.  CHAIRMAN,  I  KNOW  IT  IS  EASY  AND  CHEAP  TO  BE  CRITICAL.  I 
CONGRATULATE  THE  JUNIOR  SENATOR  FROM  IOWA  FOR  HIS  SENSITIVITY  AND 
LEADERSHIP  IN  FARM  POLICY.  HIS  MANDATORY  CONTROL  PROPOSAL  IS  ONE  FORM  OF  A 
RESPONSE  TO  THE  FINANCIAL  CRISIS  FACING  OUR  IOWA  CONSTITUENCY.  AND  I'M 
SURE  HE  WOULD  AGREE  THAT  EVERY  FARM  POLICY  OPTION  MUST  BE  SUBJECT  TO  A  FULL 
AND  COMPLETE  ACCOUNTING.  I  WOULD  ONLY  ADD  TO  THIS  DILEMMA  A  RECENT  DES 
MOINES  REGISTER  POLL  SHOWING  THAT  71  PERCENT  OF  FARMERS  POLLED  DIDN'T  LIKE 
CURRENT  FARM  POLICY  LAW  -  THE  FOOD  SECURITY  ACT  OF  1985  -  AND  NOW 
YESTERDAY'S  WALL  STREET  JOURNAL  STORY  WHICH  CARRIED  THE  TITLE  "MANY  FARMERS 
WHO  HAD  SOUGHT  CHANGES  IN  1985  MEASURE  NOW  WANT  IT  LEFT  INTACT."  THESE  ARE 
CHALLENGING  TIMES. 
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Mr.  GucKBfAN.  Mr.  Johnson. 

OPENING  STATEMENT  OF  HON.  TIM  JOHNSON,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  SOUTH  DAKOTA 

Mr.  Johnson.  Thank  you,  Mr.  Chairman.  I  just  want  to  thank 
vou  for  holding  this  series  of  hearings  that  we  histve  had.  I  think  we 
have  before  us  today  one  of  the  most  critically  important  contribu- 
tions that  have  been  made  to  the  American  agricultural  debate  in 
many  years.  I  think  Senator  Harkin,  Representative  Evans,  and 
Representative  Gephardt  recognize  that  the  answer  to  lower  prices 
cannot  be  still  more  lower  prices. 

We  can't  low  ball  our  way  back  into  an  export  market  as  a  salvar 
tion  of  American  agriculture  and  I  think  that  these  gentlemen  rec- 
ognize as  do  many  others  that  we  now  have  low  prices  and  low  ex- 
ports but  we  need  a  remedy  to  that  and  that  American  agriculture 
needs  to  develop  a  mechanism  wherebv  they  can  make  their  living 
at  the  market  rather  than  at  the  ASCS  office. 

I  think  we  need  to  develop  that  mechanism,  that  structure,  that 
framework  for  driving  up  market  prices  of  agricultural  products.  I 
think  it  makes  good  philosophy  but  it  makes  good  government 
budgetary  sense  as  well  and  I  tmnk  these  gentlemen  are  to  be  ccm- 
gratulatM  for  an  enormous  contribution  to  that  debate  to  develop- 
ing that  kind  of  mechanism. 

I  am  looking  forward  to  working  closely  with  them  and  to  the 
hearing  to  be  conducted  today. 

Mr.  GucKBfAN.  Thank  you.  Let  us  now  hear  from  Tom  and  then 
we  will  hear  from  Lane  afterwards.  Then  we  will  ask  vou  both 
questions  after  you  finish.  So,  Tom,  it  is  a  pleasure  to  have  you 
here. 

STATEMENT  OF  HON.  TOM  HARKIN,  A  U.S.  SENATOR  FROM  IOWA 

Senator  Harkin.  Mr.  Chairmcui,  thank  you  very  much  and  it  is 
an  honor  as  well  as  a  pleasure  to  be  back  in  front  of  the  subcom- 
mittee on  which  I  sat  for  so  many  years  on  this  side  and  it  is,  I 
think,  a  true  sense  of  pride  for  me  to  see  you  sitting  in  the  chair- 
man's seat  on  this  subcommittee. 

Mr.  GucKBfAN.  Everything  I  learned,  I  learned  from  you.  I  prom- 
ise you. 

Senator  Harkin.  I  don't  believe  that  for  a  minute.  Otherwise, 
you  wouldn't  be  chairman  of  the  subcommittee.  [Laughter.] 

I  am  also  glad  to  see  that  we  still  maintain  Iowa's  strength  of 
two  Congressmen  on  this  subcommittee  as  we  did  back  in  those 
days  ana  I  want  to  thank  my  colleague  from  Iowa  for  his  kind 
words  and  I  know  of  his  great  interest  also  in  trying  to  get  us 
through  the  thicket  here  of  what  we  are  doing  in  agriculture  right 
now  and  trjring  to  get  our  farm  income  back  up. 

Mr.  Chairmcm,  you  are  going  to  have  a  lot  of  distinguished  wit- 
nesses this  morning  that  will  probably  talk  more  in  depth  about 
certain  aspects  of  the  lemslation  that  has  become  known  as  the 
Harkin-Gephardt  bill,  H.R.  1425  in  this  House  and  S.  658  on  the 
Senate  side. 

But  I  would  like  to  sort  of  pick  up  on  something  that  you  said, 
Mr.  Chairmcm,  and  that  is  just  sort  of  talk  about  some  of  the  con- 
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cepts  and  theories,  perhaps  talk  a  little  bit  about  some  of  the,  I 
think,  the  negatives  tnat  have  come  up  on  our  bill  £uid  try  to  just 
answer  those  very  briefly  leaving  time  for  questions. 

I  again  do  this  with  some  trepidation  knowing  of  the  great 
amount  of  intellectual  capacity  on  this  subcommittee  and  the 
people  on  this  subcommittee  £uid  the  depth  of  knowledge  that  they 
have  of  agricultural  issues. 

I  would  just  say,  Mr.  Chairmcui,  looking  at  the  rostrum  up  there 
with  all  of  the  name  plates  and  with  only  four  people  there,  I  feel 
like  I  am  at  home  at  a  Senate  committee  right  now.  That  is  usually 
what  happens  on  the  other  side. 

Mr.  Chairman,  I  have  been  a  strong  advocate  for  a  long  time 
that  farmers  be  permitted  to  vote  in  a  referendum  on  a  mandatory 
production  control  program  as  an  alternative  to  what  we  have 
right  now. 

Rather  than  discussion  it  in  detail,  as  I  said,  I  just  wcmted  to  talk 
about  some  of  the  concepts.  We  always  hear  this  argument  that  we 
can't  go  down  that  road,  we  have  to  have  a  free  market.  It  is  sort 
of  couched  in  terms  of  free  market  versus  government  control. 

Mr.  Chairman,  nothing  could  be  further  from  the  truth.  Under 
the  current  program,  the  free  market  or  the  so-called  free  market 
only  gives  the  farmer  the  freedom  to  go  broke. 

Despite  all  of  the  rhetoric  about  getting  the  Government  out  of 
agriculture,  the  fact  is  that  an  affordable  and  reliable  supply  of 
food  is  in  our  national  interest.  For  that  reason  the  Government 
has  always  been  involved  in  agriculture  and  always  will  be  in  this 
country. 

So  those  who  say,  "Get  the  Government  out  of  agriculture"  it 
simply  is  just  not  going  to  happen.  Also,  we  have  an  intense  inter- 
est as  a  society  in  what  happens  to  rural  areas  and  what  happens 
to  rural  America  and  for  that  reason,  the  Government  will  be  in- 
volved in  agriculture  as  it  has  been  since  the  first  spade  of  earth 
was  turned  many  years  ago. 

Let  me  talk  a  little  bit  about  this  mcmdatory  aspect.  Mr.  Chair- 
man, when  the  cash  price  of  com  in  Iowa  is  $1.40  per  bushel  and 
the  target  price  is  $3.03,  then  you  have  a  nmndatory  program,  it  is 
economically  mandatory.  There  are  different  kinds  of  mandatory. 
There  is  when  people  put  a  bayonet  behind  your  back  and  make 
you  do  somethmg,  there  is  the  mandatory  aspect  of  perhaps  slav- 
ery, but  there  is  also  economic  mandatory  controls  that  different 
societies  have  or  institutions  have  and  when  you  are  so  down  and 
out  that  you  don't  have  any  choice,  then  I  would  say  that  that  is 
just  every  bit  as  mandatory  as  cmjrthing  else  that  we  are  talking 
about. 

So  the  real  debate  is  not  mandatory  versus  nonmandatory.  The 
real  debate  is  what  kind  of  nmndatory  controls  will  we  have.  Will 
it  be  economically  mandatory  like  we  have  now  or  will  it  be  the 
kind  of  mandatory  controls  that  provide  that  the  farmer  can  get 
some  profit  from  the  marketplace  rather  than  getting  it  from  a 
Government  paycheck. 

I  also  believe  that  the  debate  has  to  center  about  how  much  of 
the  profits  being  made  out  of  food  are  going  to  accrue  to  the  farmer 
rather  than  just  to  the  processing  industry. 
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Mr.  Chairman,  I  did  a  survey  of  the  60  leading  food  processing 
companies  in  America,  last  year  for  the  last  12  months  their  sales 
increased  6  percent  but  their  profits  increased  13  percent,  compara- 
ble all  industry  medians  were  3.9  percent  increase  in  sales  and  2.8 
percent  increase  in  profits.  So  you  can  see  that  the  food  processing 
industry  is  making  a  tremendous  profit. 

I  just  point  out  that  for  the  last  several  years  farmers  have  been 
getting  a  negative  return  on  their  equity.  I  looked  at  the  return  on 
equity  last  year  for  these  60  food  processing  firms  and  I  would 
submit  those  for  the  record,  Mr.  Chairman,  but  Pillsbury  had  17 
percent  return;  ConAgri,  I  think,  had  27  percent.  I  remember  Kel- 
loggs  was  44  percent  return  on  equity  last  year.  Monford  of  Colora- 
do was  27.5  percent  return  on  equity. 

You  tell  that  to  a  farmer  out  in  your  State  or  mine  who  has  been 
getting  a  net  return  on  their  equity,  if  they  could  just  get  1  percent 
return  on  equity,  they  would  probably  be  pretty  nappy  let  alone  a 
44  percent  return  on  equity  that  Kelloggs  got  last  year,  for  exam- 
ple. 

So  I  don't  mind  companies  making  a  profit  but  when  they  make 
those  kinds  of  profits  and  they  continue  to  try  to  squeeze  out  the 
farmer,  then  I  say  that  something  has  to  be  done  to  change  who 
gets  the  fairest  share  of  those  profits. 

The  real  question,  Mr.  Chairman,  is  sunmied  up,  I  think,  this 
way.  Will  we  continue  down  the  current  road  which  subjugates 
farmers  in  an  economically  mandatory  program  but  subjugating 
them  into  groveling  for  their  Government  paychecks  whose  size 
and  timing  is  continually  subject  to  the  slippery  slope  of  congres- 
sional buc^:et  priorities  or  would  farmers  prefer  to  join  together  in 
a  cooperative  effort  to  boost  their  market  prices  and  bring  supply 
in  line  with  demand? 

I  think  that  is  really  the  essential  question  that  we  have  to 
answer.  I  think  the  starting  point  has  to  be  to  divert  from  the  1985 
farm  bill  because  the  starting  point  was  wrong.  The  starting  point 
in  the  1985  farm  bill  was  how  do  we  increase  exports. 

I  believe  our  starting  point  ought  to  be.  No.  1,  how  do  we  in- 
crease farm  income  and  secondly,  how  do  we  reduce  Government 
costs.  That  ought  to  be  the  starting  point  rather  than  just  increas- 
ing exports  because  what  good  does  it  do  us  if  we  increase  exports 
every  year  but  we  get  less  and  less  for  it.  I  can't  see  that  that  does 
us  £my  good  at  all. 

So  to  those  who  stay  the  course,  all  I  can  say  is  by  staying  the 
course  it  simply  means  that  farmers  will  get  less  income  next  year* 
that  the  food  processing  companies  will  get  more  profits  next  year 
£md  even  if  we  do  get  some  exports  back,  we  won't  get  anything  fiir 
it.  So  it  doesn't  benefit  us. 

I  believe  that  replacing  the  current  direct  payment  program  with 
a  universal  production  controls  in  coi\junction  with  higher  loan 
rates  makes  good  sense  for  farmers  and  taxpayers. 

It  must  be  mcmdatory  because  voluntcuy  programs  as  vou  know 
contain  one  fundamental  flaw,  when  the  income  goes  up  men  farm- 
ers feel  that  they  can  plant  fence  row-to-fence  row  outside  the  pro- 
gram and  what  happens  then  is  this  increases  surplus,  depr 
market  prices  and  tne  cycle  starts  all  over  again. 
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I  think  that  increasing  market  prices  permits  the  farmer  to  re- 
ceive his  income  from  the  market.  I  thkik  that  what  we  ought  to  do 
is  to  have  a  price  that  accurately  reflects  the  real  cost  of  producing 
the  grain. 

Mr.  Chairmcm,  let  me  touch  on  kind  of  a  touchy  point  here.  A  lot 
of  people  say,  ''Well,  if  this  program  is  so  good  and  it  gets  farm 
income  up  and  the  farmers  will  be  doing  better,  then  why  aren't 
the  farmers  all  for  it?  Why  aren't  all  the  farmers  beating  down  our 
doors  saying,  'We  want  this  kind  of  program.'?" 

I  have  thought  a  lot  of  about  that  as  I  have  travelled  around 
Iowa  and  the  Midwest  and  talked  to  different  farm  groups  and  dif- 
ferent farm  organizations  and  I  would  submit  that  there  are  at 
least  three  reasons  why  farmers  aren't  beating  down  the  doors  for 
this  program. 

One,  the  farmers  are  out  there  by  themselves.  They  are  separat- 
ed. They  are  alone.  The  very  strength  of  farmers  could  also  be 
their  very  weakness.  Thev  are  individuals  and  as  individuals,  they 
are  out  there  by  themselves  and  they  haven't  put  themselves  to- 
gether in  a  cohesive  group. 

The  second  reason  and  I  will  be  very  frank  with  you,  Mr.  Chair- 
man, there  are  a  lot  of  selfish  farmers  out  there,  just  a  lot  of  selfish 
people  all  over  the  world.  We  have  had  the  kind  of  a  program  for 
the  last  several  years,  not  just  in  agriculture  but  in  other  parts  of 
our  economic  life  in  this  countiy  that  promotes  greed. 

Get  as  much  as  you  can  while  the  getting  is  good  and  then  get' 
out.  Maximize  your  profits  in  the  shortest  amount  of  time.  Look 
only  to  the  bottom  line  for  that  quarter.  Don't  worry  about  too 
much  into  the  future.  This  has  also  gone  into  agriculture. 

There  are  farmers  out  there  who  believe  and  some  of  them  are 
right  that  if  only  they  hang  on,  if  we  keep  this  present  program, 
their  neighbors  are  all  going  to  go  broke  and  they  are  going  to  get 
bigger  and  they  are  going  to  get  richer.  To  a  certain  degree,  that 
might  happen. 

There  are  those  who  pcmder  to  that  kind  of  attitude  by  saying 
that  well,  two-thirds  of  the  farmers  in  the  country  made  a  profit 
last  year.  That  is  true.  Two-thirds  of  the  farmers  of  America  made 
a  profit  last  year.  Two-thirds  of  the  farmers  are  not  that  deeply  in 
debt.  Two-thirds  of  the  farmers  probably  will  make  it. 

Mr.  Chairman,  I  just  reflect  back  to  the  days  of  the  Great  De- 
pression. Two-thirds  of  America  were  well  housed.  Two-thirds  of 
America  had  jobs.  Two-thirds  of  America  were  eating  well. 

But  President  Roosevelt  looked  at  that  and  he  didn't  say  that.  He 
said,  "One-third  of  America  is  ill  housed,  one-third  are  without  jobs 
and  one-third  are  ill  fed."  That  is  the  way  we  have  to  view,  I  tmnk, 
our  agricultural  system.  Two-thirds  may  be  doing  well  but  the 
other  one-third  are  not  and  it  drags  down  the  whole  industry. 

So  we  can't  just  pander  to  the  selfish  interests  of  a  few  but  we 
have  to  look  at  the  industry  as  a  whole. 

The  third  reason,  I  think,  why  farmers  aren't  all  together  in 
clamoring  for  this  is  because  there  is  no  leadership  out  there  for 
them.  The  farm  groups,  I  don't  think,  are  providing  all  that  much 
leadership.  There  are  some  that  are  out  there  that  are  doing  it  and 
you  will  hear  from  some  this  morning  that  are  taking  the  leader- 
ship role. 
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The  only  entity,  I  think,  that  can  lead  the  farmers  and  in  provid- 
ing that  kind  of  leadership  must  come  from  the  Federal  Govern- 
ment. 

Mr.  Chairman,  I  don't  want  to  get  as  I  said  into  the  details.  I 
have  a  lot  of  charts  that  I  was  going  to  show  you  to  dispel  some  of 
the  myths.  If  I  might,  I  just  might  put  those  up  very  briefly  just  to 
dispel  just  a  few  of  the  myths  on  our  farm  biU  and  what  it  would 
do. 

These  charts  reflect  the  study  that  was  done  by  the  Food  and  Ag- 
ricultural Policy  Research  Institute  at  Iowa  State  and  at  the  Uni- 
versity of  Missouri. 

The  first  one  is  Government  costs.  As  you  can  see,  the  Govern- 
ment costs  for  our  bill  is  from  1988  to  1990  would  save  $23.5  billion 
dollars.  The  average  savings  would  be  $14  billion  per  year  through 
1995. 

I  think  the  next  chart  reflects  net  farm  income  and  under  our 
bill  the  farm  income  would  be  70  percent  higher  through  1995  and 
in  1995  would  be  160  percent  higher  than  under  the  present  farm 
bill. 

Exports,  again  there  are  those  who  say  that  if  they  enact  the 
Harkin-Gephardt  bill  our  exports  will  go  down.  That  is  not  true. 
Our  exports  continue  to  go  up  perhaps  not  as  fast  as  under  tl^ 
1985  farm  bill,  I  will  grant  you  that,  we  still  go  up  but  not  as  fast 
but  it  is  the  next  chart  that  shows  the  difference,  I  believe,  and 
that  is  the  value. 

This  shows  that  com  and  soybeans  also  continue  to  go  up.  They 
don't  go  down  but  the  real  tale  comes  in  how  much  we  get  for  what 
we  export,  the  export  value. 

Under  our  bill,  we  get  $248  billion;  under  the  present  bill,  $137 
billion  and  I  think  that  is  what  we  ought  to  be  talking  about  is  how 
much  we  get  for  what  we  export  and  not  just  how  much  we  do 
export. 

These  are  just  charts  that  show  the  production  that  we  will  have 
a  cutback  in  production  not  as  much  as  some  people  think.  Thcrf 
think  that  oh,  yeah,  under  the  Harkin-Gephfiuxit  bill,  we  idle  hafr 
of  America  and  everything.  It  averages  about  24  percent  fewer 
acres  under  our  bill  than  what  we  have  under  the  present  farm 
program.  It  is  certainly  a  far  cry  from  50  percent. 

The  Consumer  Price  Index,  of  course,  will  go  up.  Let  me  just 
touch  on  that  very  briefly,  Mr.  Chairman.  Consiuners  will  spend  a 
little  bit  more  for  the  consumer  dollar  under  our  bill  but  only 
about  1.6  percent  per  year  increase  over  the  next  7  to  8  years  and  I 
have  a  chart  which  I  would  like  to  make  a  part  of  the  record  which 
will  show  that  in  the  last  several  years  that  the  share  of  the  con- 
sumer's dollar  has  gone  up  greater  them  what  it  will  under  our  biU 
in  terms  of  how  much  they  will  be  spending  for  their  food. 

Last,  Mr.  Chairman,  let  me  just  talk  a  little  bit  about  what  will 
happen  to  the  poor  if  food  prices  go  up.  That  is  a  legitimate  con- 
cern. We  have  included  the  provisions  of  the  Kennedy-Panetta 
Hunger  Relief  Act  into  the  bill. 

The  last  thing  happens  to  be  the  livestock  industry.  There  is  a 
lot  of  concern  among  those  in  the  livestock  industry  that  if  we 
enact  this  bill,  people  are  going  to  stop  eating  beef.  They  are  going 
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to  stop  eating  pork  and  the  pork  farmers  and  the  beef  farmers 
won't  make  any  money. 

Again,  I  don't  think  anything  could  be  further  from  the  truth. 
We  have  an  old  saying  as  you  know  out  our  area  that  cheap  com 
leads  to  cheap  hogs.  It  may  not  right  away.  Hog  farmers  made  good 
money  in  Iowa  last  year  but  we  cdso  see  the  increase  in  production 
coming  right  on,  I  mean,  hog  prices  will  drop  in  the  next  few  years. 

This  is  not  a  radically  new  idea.  We  have  a  provision  in  there, 
Mr.  Chairman,  that  for  the  first  3  years  that  livestock  producers 
could  buy  out  of  CCC  at  the  price  that  CCC  purchased  the  grain 
plus  any  storage  costs.  So  that  would  ease  the  transition  for  live- 
stock producers  over  the  next  3  years. 

Let  me  just  quote  from  President  Kennedy  in  his  1960  campaign 
when  he  said. 

In  my  judgment,  the  only  policy  that  wiU  work  wiU  be  for  effective  supply  and 
demand  to  be  in  balance  and  that  can  only  be  done  through  govemmentcd  action, 
that  in  those  basic  commodities  which  are  supported,  that  the  Federal  Government, 
after  endorsement  by  the  farmers  in  that  commodity,  attempt  to  bring  supply  and 
demand  into  balance  and  attempt  effective  production  controls. 

We  didn't  do  that  under  the  Kennedy  administration.  They  had  a 
referendimi.  It  is  the  last  time  we  had  one  for  com  farmers.  We 
had  one  for  wheat  as  you  know  just  recently  but  it  was  defeated. 

At  the  same  time  in  the  late  1950's,  it  is  interesting  to  note  that 
the  Benson  administration,  Ezra  Taft  Benson  promote  the  concept 
of  a  PIK  program,  the  payment-in-kind,  late  1950's.  Well,  now  we 
have  the  PIK  program  and  we  see  what  that  is  doing. 

It  is  also  busting  farmers,  too,  so  I  think  now  is  the  time,  Mr. 
Chairman,  to  make  a  departure  from  the  1985  farm  bill  and  go  to 
an  effective  supply  management  program  with  the  farmer  referen- 
dimi and  to  get  the  net  income  of  farmers  up.  That  ought  to  be  our 
stealing  point. 

I  talk  about  that  conceptually.  There  may  be  parts  of  our  bill 
that  will  have  to  be  changed.  I  am  not  one  of  those  that  say  that 
you  introduce  a  bill  and  it  has  to  be  passed  in  exactly  that  form 
but  I  think  the  concept  is  right  of  a  referendum,  the  concept  of  ef- 
fective supply  management  controls,  of  getting  the  marketplace  up 
for  the  farmers  rather  than  as  I  say  having  them  grovel  for  a  Gov- 
ernment paycheck. 

I  think  it  is  unconscionable  that  46  percent  of  the  farmers' 
income  last  year  in  Iowa  came  from  a  Government  paycheck.  That 
is  unconscionable  and  it  ought  to  be  stopped. 

Mr.  Chairman,  thanks  for  hearing  me  out.  I  am  honored  to  be 
accompanied  by  a  great  friend,  a  strong  supporter  of  this  concept 
on  the  House  side  who  has  done  yeoman  work  on  the  House  side  on 
this  for  the  last  several  years,  a  great  supporter  of  this  concept. 
Congressman  Lane  Evans. 

[llie  prepared  statement  of  Senator  Harkin  appears  at  the  con- 
clusion of  the  hearing.  ] 

Mr.  GucKMAN.  Thank  you,  Tom.  We  are  going  to  have  some 
questions  for  you  so  if  you  will  just  stay  there  and  we  are  delighted 
to  have  Lane  here  with  us.  You  have  said  that  accuratelv.  He  has 
done  as  much  to  focus  our  attention  on  constructive  solutions  to 
farm  problems  as  anybody  else  on  the  entire  Agriculture  Commit- 
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tee  so  we  are  delighted  to  have  you  here,  Lane,  and  why  don't  you 
ahead  and  proceed. 

STATEMENT  OF  HON.  LANE  EVANS,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  ILLINOIS 

Mr.  Evans.  Thank  you,  Mr.  Chairman.  I  appreciate  the  opportu- 
nity to  speak  here  today  as  well  as  to  participate  in  your  very  ag- 
gressive set  of  hearings  on  the  whole  underpinnings  of  our  agricul- 
tural policy.  I  think  that  is  long  overdue  as  you  noted  and  I  appre- 
ciate that  opportunity  very  early  on  in  this  historic  100th  Congress. 

I  am  pleaised  to  speak  on  behalf  of  the  Family  Farm  Act  wUch  I 
have  cosponsored  and  which  I  believe  would  return  some  sanity  to 
American  agricultural  policy. 

If  legislation  like  this  had  passed  in  the  last  Congress  instiftad  of 
the  disastrous  1985  farm  bill,  we  wouldn't  be  spending  $35  billion 
this  year  on  a  farm  program  that  is  a  miserable  failure. 

American  agriculture  and  American  taxpayers  can't  take  an- 
other year  of  the  misery  that  the  1985  farm  bill  doles  out.  These 
are  the  choices  before  the  100th  Congress,  to  cut  farm  prices  fur- 
ther, increase  taxpayer  subsidies  even  more  and  to  continue  to 
drive  record  niunbers  of  farmers,  rural  businesses  and  banks  out  of 
business  or  to  adopt  a  common  sense  farm  program  that  puts 
supply  in  line  with  demand,  allows  farmers  to  make  a  living  from 
the  marketplace  and  saves  the  taxpayers  money. 

Our  plan  would  reduce  surpluses  by  requiring  acreage  set  asides 
on  a  progressive  basis  so  that  a  greater  set-aside  percentage  would 
be  required  as  the  farm  size  increases.  Tlie  set-aside  could  not 
exceed  35  percent  for  any  farm.  That  is  the  same  set  aside-currentr 
ly  being  offered  to  current  producers  under  the  1987  program. 

Our  plan  would  quickly  reduce  the  surplus  production  that  is 
driving  down  prices.  The  carryover  of  surpluses  from  past  harvests 
would  be  used  to  supplement  our  commodity  exports.  It  is  a  kind  of 
bonus  for  buying  American,  getting  2  bushels  for  the  price  of  1  and 
this  would  help  reduce  grain  storage  costs  to  the  U.S.  Treasury  and 
nmke  our  exports  more  competitive  without  slashing  the  prices. 

It  is  time  to  get  our  Federal  farm  policies  off  automatic  pilot 
The  recent  referendum  among  our  nation's  wheat  farmers  shows 
that  a  migority  of  them  support  some  restraint  on  production  in 
order  to  put  supply  back  in  line  with  demcmd. 

American  farmers  want  to  sell  their  grain  at  the  marketplace 
earning  a  fair  price  for  what  they  produce. 

With  the  Harkin-Gephardt  proposal,  farmers  get  the  chance  to 
regain  control  of  their  own  destinies.  They  will  vote  every  4  years 
on  setting  production  controls  for  most  commodities. 

Wheat  and  feed  grains  would  be  a  joint  referendum.  Gearing  pro- 
duction to  demand  and  providing  returns  equal  to  the  cost  of  pro- 
duction, the  USDA  would  determine  marketing  demands  based  on 
domestic  and  export  demand,  food  aid  requirements,  carryover  and 
reserve  requirements  and  this  would  be  fed  into  a  progressive  acre- 
age set-aside  formula. 

Now  despite  all  the  talk  about  fr'ee  markets,  the  truth  of  the 
matter  is  that  the  domestic  agricultural  market  is  a  controlled 
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system  designed  to  benefit  big  businesses  to  the  detriment  of  the 
family  farmer. 

Since  1981,  500,000  family  farmers  have  gone  out  of  businesses  as 
a  result  of  this  system  and  another  280,000  are  on  the  brink  of 
bankruptcy  their  economic  stability  being  subsimied  to  the  profit 
margins  of  large  agribusiness  concerns. 

Raising  farm  income  isn't  lust  good  for  our  farmers.  It  is  the  key 
to  revitalizing  our  whole  Midwestern  economy.  Our  producers  want 
to  produce.  Our  unemployed  want  to  work  and  our  small  business- 
es want  to  make  a  living. 

With  increased  farm  income  our  rural  banks  can  get  out  of  trou- 
ble. With  the  debt  ofT  their  shoulders  farmers  can  spend  more  in 
our  towns  and  the  bankrupt  stores,  the  restaurants,  the  movie  the- 
atres and  beauty  parlors  can  take  the  shutters  off  their  windows 
and  doors. 

Our  family  farm  act  will  enable  our  people  to  be  productive 
again.  Once  they  are  earning  a  profit,  our  farmers  can  start  buying 
farm  equipment.  This  will  help  the  small  town  equipment  dealers 
sitting  on  their  unsold  inventories.  It  could  also  put  thousands  of 
laid  ofT  UAW  workers  back  to  work  in  the  combine  and  tractor 
plants  in  my  district  and  across  the  Midwest. 

Orders  for  new  equipment  will  fire  up  the  assembly  lines  requir- 
ing more  steel,  glass  and  rubber  production.  The  ripple  efTect  of  re- 
vitalized farm  income  will  bring  prosperity  back  to  the  industrial 
Midwest. 

Let's  not  forget  the  himian  cost  of  the  ongoing  farm  tragedy.  Our 
rural  communities  are  no  longer  strangers  to  stress  related  prob- 
lems like  alcohol  and  drug  abuse.  They  have  seen  an  increase  in 
incidence  of  child  and  spouse  abuse,  in  suicide  and  instead  of 
pa3dng  taxes,  foreclosed  farmers  acquire  governmental  benefits  and 
add  to  urban  unemplojrment  lines. 

Displaced  farm  families  increase  the  burden  on  local  charities 
and  social  service  agencies  not  because  they  failed  but  because  our 
farm  policies  have  failed  them. 

There  are  some  in  this  Congress  that  say  that  we  have  to  stay 
the  course  and  give  this  farm  bill  more  time.  If  you  are  on  a  truck 
heading  90  miles  toward  the  edge  of  the  cliff,  you  don't  need  more 
time,  you  need  a  change  in  direction  and  that  is  exactly  what  the 
Harkin-Gephardt  bill  provides,  a  change  in  the  direction  of  our 
farm  programs  because  we  can  no  longer  afford  the  current  cost  of 
farm  programs  in  the  cost  of  tax  doUars  to  our  bankrupt  family 
farmers. 

The  provisions  outlined  in  the  Harkin-Gephardt  Save  the  Family 
Farm  Act  are  sensible  working  solutions  and  I  am  proud  to  support 
them. 

Mr.  GucKMAN.  Thank  you  both.  I  am  goin^  to  try  to  instruct  the 
clerk  to  make  sure  we  are  on  a  5-minute  tmie  deadline  on  ques- 
tions because  of  our  number  of  witnesses.  I  want  to  make  sure  that 
we  do  not  have  people  staying  longer  than  they  should  back  there. 

First  of  all,  as  you  know  I  essentially  supported  your  position 
last  year.  I  voted  for  the  Bedell  amendment  which  was  a  v£u*iation 
of  your  proposal  not  exactly  the  same  thing  and,  of  course,  we  lost 
that  on  the  floor  by  a  fairly  healthy  margin,  a  100-vote  margin  or 
so  in  the  House  and  the  proposal  Mr.  Alexander  ofTer^  whicn  was 
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a  more  purist  form,  I  guess,  of  the  proposal  and  it  didn't  do  that 
well. 

There  were  reasons  for  all  of  that  occurring  at  that  time  but 
what  I  would  like  to  see  is  that  if  this  proposal  is  |;oing  to  be 
viewed  as  a  substantial  alternative,  the  lead  alternative,  I  think 
certain  questions  are  going  to  have  to  be  answered  in  farmers' 
minds  in  order  that  we  get  this  mcgority  vote  that  is  ^ing  in. 

The  first  question  I  would  ask  you  is  this.  There  is  a  maximum 
35  percent  set-aside  under  this  bUl  as  I  recall.  We  now  have  a  35 
percent  set-aside  under  current  programs  makiiu^  no  dent  whatso- 
ever in  surpluses,  that  is  the  carryover  at  the  end  of  the  1985  farm 
bill  will  be  greater  than  the  carryover  at  the  beginning  of  the  1985 
farm  bill  arter  spending  $100  billion  and  after  idling  more  land 
than  we  have  ever  idled  before. 

So  my  first  question  to  you  is,  is  35  percent  going  to  get  us  any- 
thing in  terms  of  reduction  of  production  in  this  countiy?  Don't  we 
need  50  or  60  percent  unless  we  get  the  rest  of  the  world  to  join  us 
and  that  is,  of  course,  part  of  your  proposal,  some  sort  of  a  grain 
arrangement  or  cartel  overseas  but  35  percent  hasn't  really  worked 
very  well  in  terms  of  reducing  the  carryover  in  this  program.  Don't 
we  need  a  lot  more  than  35  percent  to  make  a  dent  in  supply? 

Senator  Harkin.  A  couple  of  observations  and  Lane  will  prob- 
ably want  to  comment  on  it,  too.  One,  we  do  have  the  conservation 
reserve  which  is  in  efTect  now  and  that  is  going  to  take,  I  think,  up 
to  about  40  million  acres,  I  guess,  out,  so  we  have  that  operating 
now  which  I  was  at  least  supportive  of  the  Conservation  Reserve 
Program.  We  have  that. 

Second,  as  an  aside,  there  is  a  provision  in  the  bill  that  provides 
the  Secretary  may  provide  for  a  pay  diversion  above  that  if  we 
need  it  above  that. 

Third,  the  way  that  they  have  gone  about  the  diversion  too- 
grams,  they  aro  ver^  inefTective.  L^d  set-asides  is  a  very  inetiee- 
tive  way  of  controlling  production.  You  know  how  that  is,  27  per- 
cent set-aside,  you  set  aside  the  worst  part  of  your  land,  you  plant 
on  the  rest,  you  pour  on  the  fertilizer,  you  try  to  increase  your 
yield  because  you  are  paid  not  on  what  you  aro  taking  out  but  you 
are  paid  on  what  you  produce. 

So  you  try  to  squeeze  as  much  production  as  possible  out  of  what 
you  have  left  on  those  set  asides.  It  is  a  very  inefTective,  very  ineCB- 
cient  way  of  doing  it. 

With  a  marketing  certificate  program  which  is  bushel  based 
rather  than  land  based,  you  see,  doesn't  make  any  difTerenoe. 
There  is  no  reason  why  you  have  to  pour  on  the  fertilizer  and  plant 
your  rows  a  little  closer,  try  to  maximize  the  production  out  of 
your  land.  It  doesn't  do  you  any  good  because  you  have  a  market- 
ing certificate  bushel  based  rather  than  land  based. 

Mr.  GucKMAN.  Is  that  bushel  based  certificate,  again  the  amount 
of  bushels  that  you  can  market  on  that  certificate,  is  that  based 
upon  production  on  35  percent  less  acres  or  is  it  based  upon  pro- 
duction of  a  certcdn  less  bushels  than  you  had  produced  before? 
That  is,  if  you  are  still  getting  a  marketing  certificate  on  a  certain 
number  of  bushels  produced  on  a  certain  number  of  acres,  you  are 
back  to  the  same  problem. 

Mr.  VoLKMER.  Would  the  gentleman  yield  on  that? 
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Mr.  GucKBfAN.  Yes. 

Mr.  VoLKMER.  I  don't  believe  so. 

Mr.  GucKBiAN.  Maybe  not.  Go  ahead  and  clarify. 

Mr.  VoLKiyfER.  Historically  if  I  remember,  it  is  based  on  your  past 
historical  yields  on  your  acreage  and,  therefore,  there  will  be  no  in- 
crease for  each  year  as  there  presently  is  under  the  present  pro- 
gram. I  can  continue  to  increase  the  yield  on  my  remaining  acres 
and  therefore,  I  have  that  much  more  surplus  that  is  gomg  in. 
That  is  why  we  continue  to  increase  production  at  the  S€une  time 
we  are  increasing  set-asides. 

The  other  part  is  that  under  the  program,  under  the  Harkin  bill 
and  under  the  Bedell  bill  back  in  1985  when  we  had  it,  you  are  not 
going  to  get  into  the  domestic  market  with  any  excess  or  if  you  are 
not  in  the  program. 

Under  the  present  law,  if  I  am  not  in  the  program  I  can  still  sell 
on  the  domestic  market  and  I  can  increase  and  it  is  good  for  me  to 
increase  as  much  production  as  I  can  so  that  is  why  in  my  opinion 
you  have  a  complete  different  set  of  circiunstances  and  this  is  an 
argument  if  you  will  remember  back  in  1985  when  we  had  this,  we 
had  the  administration  coming  up  here  and  other  people  that  are 
opposed  to  it  saying  that  we  would  have  to  have  a  55  percent  or  60 
percent  set-aside,  but  they  didn't  understand  the  program. 

They  didn't  understand  how  it  works  and  how  you  are  able  to 
hold  down  production,  control  it  with  this  better  than  you  can 
under  the  present  sjrstem. 

Mr.  GucKBiAN.  I  think  my  point  is  that  if  the  program  is  going 
to  work,  it  has  to  be  a  meaningful  reduction  in  supply  and  not  a 
replication  of  the  supply  reduction  we  have  now.  Otherwise,  you 
don't  get  yourself  anywhere  in  terms  of  the  supplies  in  the  world. 

Senator  Harkin.  Precisely  and  again,  the  adnwiistration  kept  ar- 
guing on  our  bill  that  we  would  idle  half  the  lands  and  stufT  but  in 
no  way  have  any  of  us  who  conceptualized  this  bill  said  that  we 
have  to  reduce  our  surplus  down  in  1  year. 

That  would  create  havoc.  What  we  are  trjdng  to  do  is  to  get 
those  surpluses  down  over  maybe  a  3-  to  5-year  period  of  time,  but 
to  do  it  in  a  way  that  doesn't  bankrupt  the  farmer  but  keeps  the 
farmer  in  business  out  there  and  that  is  how  you  do  it  with  the 
kind  of  a  program  that  we  have. 

Sure,  the  surpluses  will  come  down  not  just  in  the  massive 
amounts  of  a  1-year  cut  or  something  like  that. 

Mr.  GucKMAN.  Let  me  ask  one  more  question,  because  I  want  to 
keep  this  thing  moving.  One  of  the  key  assumptions  of  the  bill  is 
the  formation  of  a  grain  cartel  or  a  grain  agreement  and  this  has 
been  controversial. 

Some  critics  have  charged  the  proponents  have  not  made  this 
clear,  that  the  underpinnings  of  this  bill  are  based  upon  a  multilat- 
eral agreement. 

Now  in  view  of  committee  action  on  the  Trade  today  and  tomor- 
row, I  think  this  is  a  good  time  to  talk  about  this  particular  legisla- 
tion. I  detect  a  growing  interest  in  some  sort  of  agreement,  not 
only  domestically  but  in  the  world. 

Given  the  experience  of  OPEC  and  the  collapse  of  the  tin  counsel 
and  the  current  problems  plaguing  a  new  coffee  agreement,  semi- 
conductor problems  and  all  this  kmd  of  stuff,  do  you  think  that  a 
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grain,  an  oil  seeds  agreement  or  cartel  can  be  successful  and  if  it 
not  successful,  then  do  the  underpinnings  of  this  bill  fall  apart? 

Senator  Harkin.  First,  yes,  I  think  it  can  be  successful.  One,  just 
as  a  little  historical  aside,  Mr.  Chairman,  in  1972-73,  the  price  of 
oil  was  about  $2.50  per  barrel  and  the  price  of  your  Kansas  wheat 
was  about  $2.50  per  bushel.  Oil  today  is  about  $18  per  barrel  and 
your  Kansas  wheat  is  still  back  around  $2.50  per  bushel. 

So  don't  tell  me  that  the  oil  cartel  wasn't  successful.  Now  they 
aren't  getting  $40  per  barrel  but  they  are  sure  getting  a  lot  more 
than  what  your  wheat  farmer  is  getting  on  that  kind  of  a  basis  and 
it  is  going  to  be  going  up  in  the  future,  too,  that  is  the  oil  thing. 

The  second  point  is  that  we  are  the  migor  player  in  this  game. 
We  supply  even  at  these  so-called  reduced  markets  that  we  have 
not,  we  supply  somewhere  and  you  can  check  the  figures  between 
probably  62  or  63  percent  of  the  com,  we  supply  about  70  percent 
or  close  thereabouts  of  the  soybecms  and  what,  about  35  percent  of 
the  wheat  in  the  world  market. 

I  mean  that  is  economic  power  and  there  are  a  few  other  coun- 
tries that  are  in  the  game  with  us.  The  European  Communis, 
Brazil,  Canada,  and  Australia.  They  have  indicated  that  they  want 
to  sit  down  and  talk  with  us  about  this  because  they  realize  this 
predatory  pricing  program  that  we  have  is  busting  their  farmers, 
too. 

They  are  ready  to  sit  down  to  negotiate  things  like  production 
controls  so  that  it  is  fair  and  equitable,  so  ^  we  cut  back  they  don't 
just  expand,  some  kind  of  market  share  based  on  historical  aver^ 
ages  and  prices. 

Again,  the  last  point  I  want  to  make,  Mr.  Chairman,  is  you  don't 
write  these  things  in  stone  forever.  We  live  in  a  dynamic  changing 
world.  Perhaps  4,  5,  6,  7,  8,  10  years  down  the  road,  we  won't  need 
.  that,  but  we  do  need  it  now  for  his  interim  period  of  time. 

Mr.  GucKMAN.  Thank  you.  Mr.  Grandy. 

Mr.  Grandy.  Thank  you,  Mr.  Chairman,  and  I  would  like  to 
follow  up  a  little  bit  on  your  line  of  questioning  r^arding  the 
international  grain  cartel.  Senator,  I  guess  this  is  your  FAPRI 
study,  the  February  1987,  that  you  are  quoting  from,  is  that  coi^ 
rect?  When  it  spesdcs  in  here  about  this  market  sharing  cartel  it 
says. 

The  Harkin-Gephardt  proposal  requires  a  mcurket  sharing  cartel  among  currant 
exporters  to  maintain  the  parity  prices  in  international  markets.  All  exporters  must 
agree  to  export  price  levels  consistent  with  U.S.  parity  prices. 

I  guess  my  question  is  what  is  the  time  table  here?  Are  we  as- 
suming that  we  would  implement  mandatory  controls  in  this  coun- 
try first  and  then  have  an  ag  sunmiit  or  do  you  need  the  players, 
the  international  players,  to  come  to  the  table  first,  agree  at  some 
type  of  international  supply  management  program  and  then 
impose  that  on  our  producers  here  knowing  that  we  have  other 
players  around  the  world? 

I  am  a  little  curious  because  it  seems  as  though  if  we  are  going 
to  be  talking  about  this,  then  this  is  the  message  we  ought  to  be 
taking  to  GATT  as  well,  do  you  agree  with  that? 

Senator  Harkin.  What  our  bill  calls  for  is  that  we  would  go 
ahead  and  move  tow£u-d  this  line  of  having  the  farmer  referendum 
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and  stuff  and  that  for  the  first  9  months  that  the  President  would 
be  mandated  to  sit  down  with  these  other  grain  exporting  countries 
to  hammer  out  these  agreements /cmd  il  these  other  countries 
weren't  forthcoming  in  reaching  tnese  agreements  with  us,  that 
after  that  period  of  time  we  would  then  provide  for  a  PIK  support, 
export  PIK,  to  buy  down  our  commodity  prices  so  that  these  other 
countries  would  know  that  they  couldn't  underbid  us. 

So  we  have  the  carrot  of  telling  them,  V 

"Come  with  us  and  we  can  get  your  farm  prices  up  for  all  your  farmers  ana  save 
3rour  treasuries  all  the  money  that  you  are  pouring  in.  \ 

The  hammer  is, 

If  you  don't,  we  are  going  to  have  an  export  PIK  and  you  wiU  never  under  bid  us 
and  we  wiU  continue  the  present  predatory  pricing  scheme  that  we  have. 

Mr.  Grandy.  Well,  given  that  when  you  go  to  the  table,  do  you 
invite  international  referenda  then,  I  mean,  would  all  the  other 
countries  be  allowing  their  producers,  is  that  required? 

Senator  Harkin.  Whatever  they  want  to  do,  whatever  their 
system  calls  for.  I  don't  care  how  they  do  it.  They  have  different 
ways  of  doing  things  in  their  countries. 

Mr.  Grandy.  So  in  other  words,  perhaps  in  4  years  if  we  decided 
we  wanted  to  change  the  program,  we  would  just  pull  out  of  the 
cartel,  something  along  those  lines  if  our  producers  decide  they  are 
not  happy  with  the  program? 

Senator  Harkin.  I  thmk  we  would  probably  have  to  look  at  some 
period  of  time.  We  would  negotiate  these  agreements  and  then  they 
would  come  up  for  renegotiation  let's  say  in  4  years  or  something 
like  that.  Yes,  I  think  we  would  have  to  do  something  like  that. 

Mr.  Grandy.  But  clearly,  it  seems  we  have  to  incorporate  a  large 
trade  message  here  to  make  the  viability  of  this  work  over  time, 
right?  I  mean,  we  really  need  international  complicity,  don't  you 
agree? 

Senator  Harkin.  Absolutely. 

Mr.  Grandy.  A  little  closer  to  home,  I  was 

Senator  Harkin.  Ckx)peration. 

Mr.  Grandy.  Cooperation,  not  complicity,  right. 

There  has  been  some  concern  about  your  program  that  it  might 
benefit  land  owners  more  than  renters  and  you  have  probably  read 
this.  This  is  a  paper  that  is  written  bv  Luther  Tweeten  called, 
"Mandatory  Supply  Control,  a  Viable  Alternative"  and  he  talks 
about  the  increased  land  value  and  says  that  some  of  the  excess 
land  appropriately  would  be  returned  to  grass  and  woodlands  for 
conservation  but  large  acreages  formerly  in  grains  not  needing  con- 
servation would  have  to  be  idled. 

Land  that  has  value  in  food  production  but  for  little  else  would 
be  lying  idle.  Young  people  would  bid  for  their  potentially  high 
valued  allotments  but  young  operators  able  to  purchase  them 
would  be  confined  largely  to  sons  and  daughters  of  wealthy  estab- 
lished farmers.  The  wealth  tied  up  in  allotments  would  be  economi- 
cally sterile  or  ability  to  produce  wealth  or  to  preserve  the  family 
farm. 

Would  you  like  to  comment  about  that?  Do  you  think  that  is  a 
viable  criticism  and  if  not,  why  not? 
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Senator  Harkin.  Yes»  I  would  like  to  comment  on  that.  One,  we 
have  a  sjrstem  like  that  right  now,  you  see.  When  you  go  out  to  buy 
a  farm  now  if  you  go  out  anywhere  in  Iowa  to  buy  a  &rm,  what  is 
the  first  thing  you  check?  You  check  what  is  the  base  like. 

You  check  the  productive  factor  of  the  land.  You  go  down  to  your 
countv  ASC  office  and  you  see  what  the  productive  factor  is  and 
you  check  to  see  what  the  base  is.  A  farm  that  has  a  big  base  is 
worth  more  than  a  farm  that  doesn't  have  a  base. 

So  that  is  already  built  into  the  S3rstem  right  now.  Ours  would  do 
it  basically  the  same  way.  Sure,  there  would  be  a  value  to  that  base 
just  like  there  is  today.  Second,  we  provide  in  our  bill  that  if  land 
is  sold  to  other  than  a  family  farmer  and  that  is  defined  as  where 
the  majority  of  the  labor  comes  from  the  family,  less  than  a  half  a 
million  dollars  per  year  in  gross  sales,  that  the  base  would  be  re- 
duced by  10  percent. 

So  there  would  be  an  incentive  not  to  sell  it  to  a  nonfarm  entity 
but  to  sell  it  to  another  family  farmer.  Otherwise,  that  base  would 
be  reduced  by  10  percent  if  you  sold  it  to  a  nonfamily  farmer. 

Mr.  Grandy.  So  as  soon  as  the  farm  turns  over,  it  has  to  go  to 
another  and  you  are  defining  that  family  farmer  as  somebody  who 
is  materially  involved  to  some  extent? 

Senator  Harkin.  Yes.  It  doesn't  have  to  be  so.  I  am  just  saying 
that  there  is  a  disincentive  for  someone  else  to  come  in  and  buy  it 
because  of  the  base  because  their  base  would  be  reduced  10  percent 
if  they  were  not  a  family  farmer. 

Mr.  Grandy.  Without  getting  too  deeply  into  the  fine  print,  your 
definition,  would  that  include  perhaps  a  couple  who  nught  be  for 
the  time  being  deriving  a  lot  of  off-farm  family  income  because  the 
woman  might  be  working  in  town  to  keep  the  fellow  on  the  farm. 
Do  we  have  to  get  into  that  kind  of  picking  and  choosing  to  make 
this  work? 

Senator  Harkin.  No,  I  don't  think  and  those  are  the  kinds  of 
things  that  could  be  hammered  out  in  committee  discussions. 
Things  like  that,  if  you  want  to  put  provisions  like  that  in  to  pro- 
tect that — I  have  no  problem  with  that.  Those  are  details  that 
could  be  worked  out  as  it  goes  through  the  legislative  process. 

Mr.  Grandy.  I  see  my  time  has  expired. 

Mr.  Guckman.  Thank  you  very  much.  Next  I  think  was  Mr. 
Johnson.  I  will  recognize  people  as  they  came  in.  I  think  Mr.  Volk- 
mer  was  next. 

Mr.  Johnson.  Senator  Harkin  and  Mr.  Evans,  can  you  envision 
any  mechanism  whereby  farm  program  benefits  would  be  taif^eted 
to  moderate  family  scale  agriculture  with  the  context  of  your  bill 
or  is  that  not  necessary?  What  do  you  envision  in  that  rescurd? 

I  have  concern  that  the  5  percent  of  the  largest  producers  will 
continue  to  be  the  biggest  benefactors?  Can  anything  oe  done  about 
that? 

Mr.  Evans.  Set-aside  is  formulated  on  the  larger  the  farm,  the 
greater  the  set-aside  with  a  maximum  of  35  percent  set  aside  and 
in  addition,  we  have  specific  disincentives  to  the  sale  of  land  to 
nonfarm  entities  that  the  Senator  just  referred  to  as  a  way  of  help- 
ing us  preserve  that  fabric  of  small-  and  medium-sized  grange 
family  farmers  so  tiie  smaller  farmers,  the  mid-range  farmers,  I 
think  because  of  the  targeting  impact  of  the  acreage  set-aside  fbi> 
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mula  are  going  to  be  benefited  as  a  result  of  the  way  that  formula 
works  and  then  we  work  to  continue  the  family  farmers  by  giving 
that  specific  disincentive  in  sales  to  nonfarm  entities. 

Senator  Harkin.  One  thing  I  might  add  to  that  and  it  obviously 
is  not  in  our  bill  but  I  think  it  is  something  that  we  are  going  to 
have  to  address,  and  that  is  what  happens  to  the  land  that  is  in- 
ventory right  now  with  the  F^eral  land  bank  and  the  insurance 
companies,  the  banks  and  the  Farmers  Home  Administration. 

As  I  see  it  now,  there  are  millions  of  acres  coming  on  the  market 
beginning  right  now  in  the  next  few  years  that  is  going  to  keep 
land  prices  very  low  for  the  foreseeable  future.  There  was  a  story 
in  the  Washington  Post  on  Sunday  about  this,  about  how  the  more 
money  you  have  for  downpayment  the  cheaper  rate  you  get. 

It  means  outside  entities  with  a  lot  of  money,  capital,  can  come 
in  and  buy  the  land.  The  Federal  land  bank,  they  want  to  sell  that 
land  in  big  chunks.  They  don't  want  to  sell  it  in  600  or  1,000  acres. 
They  want  to  sell  5,000  acres  at  a  time.  That  is  the  way  they  want 
to  deal  with  it  right  now. 

What  I  see  happening  if  I  could  just  take  a  second  of  your  time. 
Congressman,  I  see  down  the  road  by  the  year  2000  that  idle  plant 
that  we  have,  that  plant  that  is  not  worth  much  right  now  is  going 
to  be  worth  a  lot  of  money.  Every  oil  expert  agrees  that  by  the  year 
2000,  oil  is  going  to  be  somewhere  between  $30  and  $50  per  barrel, 
with  most  of  them  saying  that  it  is  going  to  be  on  the  high  side  of 
that. 

Then  all  of  that  land  out  there  becomes  more  desirable  as  fuel 
producing  entity.  The  second  thing  is  that  with  biotechnology,  we 
know  that  geneticists  right  now  are  working  on  making  oil,  com 
oil,  soybean  oil,  cottonseed  oil  that  as  a  different  structure  that 
could  replace  petroleum  as  a  feedstock  for  plastics  and  things  like 
that. 

Once  that  happens,  then  again  that  land  becomes  very  valuable 
not  just  for  food  and  fiber  but  also  for  fuel.  The  question  is,  be- 
tween now  and  then  what  is  going  to  happen  to  it?  Who  is  going  to 
own  it  all,  just  a  few  large  entities  or  are  we  going  to  try  to  keep  as 
many  people  out  there  on  the  land  as  possible  so  that  when  these 
times  come,  and  they  are  coming,  just  as  surely  as  the  sun  is 
coming  up  tomorrow,  that  a  lot  of  family  farmers  out  there  will 
also  partake  in  some  of  that  income  that  is  to  be  made  in  the  next 
10  to  15  to  20  years.  I  am  sony  for  going  off. 

Mr.  Johnson.  No,  but  it  is  a  very  important  point.  Your  bill 
doesn't  specifically  address  what  is  going  to  happen  to  that  land  in- 
ventory. 

Senator  Harkin.  No,  it  doesn't. 

Mr.  Johnson.  But  I  am  concerned  with  that  problem  coupled 
with  the  largest  of  the  operators  being  the  greatest  beneficiaries  of 
farm  programs  which  I  think  that  only  leads  us  in  the  opposite  di- 
rection of  where  we  want  to  go,  those  of  us  who  are  concerned  for 
fine  mesh  of  moderate  scale  agriculture  but  I  think  in  terms  of 
maintaining  a  credibility  to  government  involvement  in  agricul- 
ture. 

Senator  Harkin.  I  would  just  think  that  under  our  bill  that  what 
is  going  to  happen,  sure,  you  are  going  to  have  large  farms.  We  are 
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not  going  to  do  away  with  large  farmers  and  I  think  there  is  a 
place  in  our  system  for  large  farmers. 

I  am  not  just  one  that  says  every  farm  has  to  be  some  small 
farm.  There  is  a  place  for  laree  farmers.  I  think  the  thrust  thou^ 
is  not  to  get  larger.  Even  when  eventuallv  that  land  turns  over 
hands,  that  it  will  turn  over  again  to  family  farmers  and  to  some 
outside  entity. 

Mr.  GucKMAN.  Thank  you.  Mr.  Volkmer. 

Mr.  Volkmer.  Thank  you  verv  much,  Mr.  Chairman.  You  know, 
Senator,  one  of  the  things  that  has  always  bothered  me  a  Uttie  bit 
in  regard  to  positions  of  those  in  opposition  to  the  l^islation  that 
we  even  had  in  1985  and  we  lost  on  the  floor,  which  I  think  was  a 
pretty  well  scaled  down  version  of  the  Harkin-Gephardt  bill,  it  was 
obvious  that  they  just  don't  want  the  farmers  to  vote  on  the  deci- 
sion whether  to  continue  with  all  out  production  and  low  prices  as 
against  a  production  control  or  supply  management  bill  with 
higher  incomes. 

is  that  obvious  to  you  that  they  don't  want  the  farmers  to  vote 
on  it? 

Senator  Harkin.  I  think  it  is  obvious,  Harold.  Look  at  what  hap- 
pened in  the  wheat  referendum.  The  farmers  voted  overwhelming- 
ly for  the  wheat  referendum  even  with  all  of  the  little  deals  going 
out  there  to  try  to  keep  them  from  voting. 

Mr.  Volkmer.  Even  though  there  wasn't  any  program  in  it. 

Senator  Harkin.  Yes,  that's  right. 

Mr.  Volkmer.  That  seemed  very  obvious  and  the  other  thing  I 
hear  every  once  in  a  while,  well,  you  are  going  to  increase  the  cost 
to  the  consumers.  Yes,  and  tell  my  people  it  will  increase  the  cost 
to  the  consumers  but,  on  the  other  hand,  the  cost  is  not  that  great 

In  1981,  if  I  remember  right,  the  disposable  income  for  food  in 
this  country  was  18  percent  and  now  we  are  down  to  about  13  or  14 

Eercent  and  the  Government  and  the  farmers  are  the  ones  that 
ave  reduced  the  cause  of  that. 

The  other  thing  that  really  struck  me,  every  once  in  a  while  I  go 
grocery  shopping  and  I  usea  to  work  in  a  grocery  store,  I  worked 
my  way  through  college  4  years  doing  that  and  I  don't  mind  doing 
it.  The  other  day  I  looked  at  Post  Toasties  and  Kellcjegs  Cornflakes, 
big  box,  and  it  cost  more  for  that  one  box  of  cornflakes  than  my 
farmers  were  getting  for  a  bushel  of  com.  That's  right. 

Something  is  wrong  somewhere  and  this  whole  argument  of  55 
percent  set-aside  is  only  made  again,  I  think,  by  those  in  opposition 
m  not  understcmding  the  bill  that  with  the  marketing  certificate 
and  reducing  and  holding  the  number  of  bushels  that  you  can  actu- 
ally market  that  you  reduce  supply  over  a  period  of  time  and,  like 
you  say,  it  is  not  for  a  period  of  1  year.  They  are  attempting  to  do 
it  for  4  or  5  years.  I  think  it  is  viable. 

The  other  thing  I  think  is  very  noteworthy,  yes,  as  the  gentle- 
man from  Iowa  mentioned,  land  values  would  be  stabilized  and 
maybe  go  up  a  little  bit  instead  of  continuing  to  decline  and  it  is 
true  that  there  probably  would  be  some  reduction  in  inputs,  fertil- 
izers, seeds,  et  cetera,  but  wouldn't  the  farmers  be  able  to  pay  for 
it,  Senator? 

Senator  Harkin.  I  don't  think  the  fertilizer  people  are  doing  too 
well  right  now  anyway. 
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Mr.  VoLKBftER.  Yes,  that's  right,  and  a  lot  of  the  farmers  out 
there  can't  make  the  payments,  can't  pay  for  what  they  buy.  But 
also,  if  I  remember  right,  in  talking  several  times  on  this  to  my 
good  friend,  Abdner  Womack,  back  at  the  University  of  Missouri, 
that  as  far  as  machinery  dealers,  trucks,  those  types  of  things, 
there  would  be  a  vast  improvement  in  that  and  in  our  communities 
out  there,  that  we  would  still  have  some  communities. 

You  know,  northeast  and  northwest  Missouri,  we  are  not  just 
losing  farmers,  we  are  losing  communities  under  the  present  pro- 
gram. I  cannot  understand  anybody  when  they  say,  I  wish  they 
would  come  to  my  district  when  they  say  this  1985  farm  bill  is 
working  so  good.  They  are  doing  so  much  for  our  farmers  and  our 
communities.  I  would  like  for  them  to  come  out  there  and  look  at 
some  of  them. 

So  I  think  that  we  need  to  look  at  this  very  strongly.  I  personally 
feel  that  today's,  and  I  think  you  have  hit  on  this,  today's  volun- 
tary program  is  not  a  voluntary  program,  is  it.  Senator? 

Senator  Harkin.  No. 

Mr.  VoLKMER.  For  our  wheat  producer  and  com  producers,  it  is  a 
mandatory  program  if  you  want  to  try  to  make  any  money  at  all. 

Senator  Harkin.  I  had  a  woman  in  Iowa  just  a  few  weeks  ago,  I 
was  out  there,  they  had  never  entered  a  farm  program,  never,  they 
have  always  been  out  and  finally  next  year  they  are  going  in  and  I 
said,  "Why?"  and  she  said,  "Well,  the  banker  said  we  had  to."  That 
is  pretty  mandatory. 

Mr.  VoLKMER.  With  the  numbers  that  are  in  it,  it  is  pretty  clear 
and  if  you  want,  as  my  former  colleague  and  good  friend  Berkley 
Bedell  did  in  his  proposal,  you  can  rearrange  your  bill  a  little  bit 
and  make  it  voluntary,  but  it  is  going  to  be  mandatory  the  same  as 
the  present  program  and  if  they  want  a  voluntary  program  that 
could  be  done  very  easily. 

It  will  still  be  mandatory  the  same  as  the  present  program.  I  am 
reminded  to,  that  when  the  administration  started  down  this  pro- 
gram, and  I  remember  back  in  1981  they  wanted  to  do  that,  the 
gentleman  sitting  right  about  where  I  am  sitting  at  that  time  on 
this  committee,  that  they  wanted  to  go  down  to  market  oriented, 
get  Government  basically  out  of  agriculture,  et  cetera,  and  that  we 
were  going  to  reduce  all  these  acreage  reduction  programs. 

We  are  going  to  let  the  farmer  just  produce  whatever  he  wants 
to  produce.  Isn't  that  the  way  the  administration  wanted  to  go, 
Senator? 

Senator  Harkin.  I  vaguely  remember  that. 

Mr.  VoLKMER.  And  now  we  are  up  to  what,  35  percent  set-aside  if 
a  farmer  wants  to  on  com.  It  doesn't  sound  to  me  like  the  program 
is  working  too  good.  I  appreciate  your  work,  Senator,  and  I  just 
wish  you  were  back  here  on  this  committee  to  give  us  a  little  help 
back  when  you  used  to. 

Senator  Harkin.  I  appreciate  that. 

Mr.  Volkmer.  Thank  you  very  much. 

Mr.  GucKMAN.  Thank  you,  Mr.  Volkmer.  Mr.  Penny. 

Mr.  Penny.  Thank  you  very  much,  Mr.  Chairman.  Tom  or  Lane, 
have  you  any  statistics  on  what  will  happen  to  land  values  under  a 
farm  program  like  yours? 
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Senator  Harkin.  I  am  not  aware  that  we  have  any  hard  and  fast 
studies  down  on  land  values,  but  I  think  it  is  obvious  that  they 
would  stabilize  and  go  up.  They  would  have  to  go  up. 

Mr.  Penny.  I  think  the  question  is  how  high  do  they  go  up  and 
what  implications  that  might  have  for  somebody  who  wants  to  get 
started  in  agriculture. 

Senator  Harkin.  At  least  they  would  be  making  money,  wouldn't 
they?  At  least  they  would  be  making  money.  Land  prices  would 
stabilize  and  might  go  up,  but  at  least  they  would  be  making 
money.  You  can  buy  land  now  but  you  buy  it  and  go  broke.  I  think 
a  little  stabilization  and  the  little  bit  of  increase  in  land  values  cou- 
pled with  being  able  to  make  an  income  would  entice  yoimger 
people  into  it  better  than  what  we  have  right  now. 

Mr.  Evans.  It  would  help  preserve  the  present  farmers,  too,  as 
well.  We  could  stave  off  some  of  the  near  bankruptcies  perhaps  and 
prevent  more  land  from  going  into  inventory  which  would  at  that 
point  prevent  further  erosion  in  land  values. 

Mr.  Penny.  I  am  still  a  little  vague  on  how  your  land  transfer 
program  would  work.  It  is  a  10  percent  loss  in  base? 

Senator  Harkin.  Yes. 

Mr.  Penny.  If  you  sell  to — — 

Senator  Harkin.  A  nonfamily  farmer. 

Mr.  Penny.  A  nonfamily  farmer  and  you  haven't  really  pinned 
down  all  of  the  definitions  of  that  yet  but  your  intent  is  to. 

Senator  Harkin.  Well,  we  sort  of  have  a  definition  but  again 
that  is  something,  I  am  sure,  that  there  are  different  definitions  of 
family  farmers.  Farmers  Home  has  one,  we  have  one  and  the  De- 
partment of  Agriculture.  We  do  have  our  own  definition.  I  am  just 
saying  that  there  are  other  definitions  out  there  floating  around. 
Ours  is  less  than  $500,000  gross  sales  and  the  migority  of  the  labor 
has  to  come  from  the  family  unit. 

Mr.  Penny.  It  has  been  mentioned  this  morning  that  the  Harkin- 
Gephardt  bill  saves  money  in  the  first  few  years  but  in  the  out- 
years  those  costs  start  to  rise  again.  Have  you  seen  an  analysis  of 
your  farm  plan  that  indicates  an  increase  in  Government  cost  in 
the  out-years? 

Senator  Harkin.  I  have  never  seen  an3rthing  like  that. 

Mr.  Penny.  I  am  just  trying  to  pin  this  down.  How  far  out  does 
your  plan  go? 

Senator  Harkin.  To  1995. 

Mr.  Penny.  And  in  each  of  those  years  it  shows  a  lower  Govern- 
ment cost  for  your  program? 

Senator  Harkin.  Yes. 

Mr.  Penny.  That  is  which  study  again? 

Senator  Harkin.  The  FAPRI  study. 

Mr.  Penny.  Let  me  just  check  here  because  I  had  some  informa- 
tion provided  to  me  that  indicated  the  out-year  costs  may  go  up 
again. 

Mr.  GucKMAN.  If  the  gentleman  would  yield,  on  that  point  just 
because  I  want  you  to  be  prepared  to  answer  all  of  the  questions 
that  we  have  to  deal  with  this,  this  is  contained  in  the  FAPRI 
study  and  I  think  it  is  appropriate  that  you  respond. 

It  says. 
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Farmer  income  will  increase  40  percent  by  1990. 
However,  it  also  says, 

The  cost  savings  and  farm  income  gains  are  more  than  offset  by  increases  in  con- 
sumer food  expenditures.  By  1995  the  losses  to  consumers  in  terms  of  food  expendi- 
tures are  more  than  $25  bUlion  greater  than  the  farm  income  gains  and  cost  sav- 
ings. The  other  migor  distributional  impact  of  the  program  is  that  the  livestock  in- 
dustry faces  a  severe  cost  price  squeeze  while  crop  producers  receive  substantial 
income  gains. 

I  guess  my  point  is  that  if  this  isn't  right,  we  need  to  know  about 
it  or  if  they  are  mischaracterizing  it,  you  ought  to  tell  us  how  they 
are  doing  that. 

Senator  Harkin.  I  don't  think  so.  You  are  talking  about  con- 
sumer costs,  not  Government  costs. 

Mr.  GucKMAN.  That's  right. 

Senator  Harkin.  We  are  talking  about  two  different  things  here, 
I  think. 

Mr.  GucKMAN.  Right.  It  says,  ''By  1995  the  losses  to  the  consum- 
ers in  terms  of  food  expenditures  are  more  than  $25  billion  greater 
than  the  farm  income  gains  and  cost  savings." 

I  am  not  sure  if  that  is  what  Mr.  Penny  was  talking  about  or  not 
but  it  is  contained  in  the  FAPRI  report  and  you  want  to  respond  to 
that  as  well  in  addition  to  Mr.  Penny's  question. 

Mr.  Penny.  Mr.  Chairman,  my  question  does  have  to  do  with  the 
Government  costs.  I  am  not  concerned  about  the  implications  of 
higher  grain  prices.  I  think  we  all  would  like  to  see  much  better 
grain  prices  than  we  have  today  and  obviously  that  means  the  con- 
sumer is  going  to  pay  that. 

Mr.  GucKMAN.  The  gentleman  has  2  additional  minutes  because 
I  interrupted. 

Mr.  Pm^NY.  I  hate  to  put  Mr.  Grandy  on  the  spot  but  I  am  read- 
ing from  his  inclusion  in  the  record  today  where  in  one  of  his  ob- 
servations on  this  mandatory  farm  program  he  talks  about  costs 
going  up,  Government  costs  going  up  beyond  1995,  and  if  that  is 
not  part  of  the  FAPRI  study,  I  am  trying  to  get  a  handle  on  what 
analysis  indicates  that  this  farm  program  actually  begins  to  cost 
more  money. 

I  think  one  of  the  arguments  in  favor  of  the  mandatory  program 
is  cost  savings  to  the  Treasury  and  if  we  lose  those  in  the  out-years, 
I  want  to  find  out  who  says  we  are  going  to  lose  those  savings  in 
the  out-years  and  why. 

Mr.  Harkin.  There  are  a  couple  of  things.  Our  Public  Law  480 
does  go  up  because  it  costs  more  to  buy  the  food  for  Public  Law 
480.  Conservation  reserve  would  probably  cost  a  little  bit  more  €uid 
we  add  the  whole  thing  up,  the  package  all  up.  Government  costs 
are  less, 

Mr.  Evans.  I  might  try  to  divide  the  problem.  We  are  talking 
about  two  different  things  it  seems  with  the  Chairman  bringing  up 
the  consumer  costs. 

Mr.  Penny.  That  is  a  separate  issue.  That  is  not  what  I  am  get- 
ting at. 

Mr.  GucKMAN.  I  confused  the  issue  and  I  apologize  for  that. 

Mr.  Evans.  We  would  have  a  cost  of  food  increase  in  many  of  our 
hunger  programs,  for  example,  but  also  included  in  that  are  some 
increases  in  what  we  would  be  spending  under  the  Kennedy-Panet- 
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ta  Hunger  Relief  Act  provisions,  but  that  still  would  be  oCGset  by 
the  $14.4  billion  in  annual  savings  on  the  commodity  programs 
themselves. 

So  I  would  not  see  a  huge  increase  in  those  programs  that  would 
offset  the  $4.4  billion  in  the  commodity  programs  themselves.  As 
far  as  the  consumer  is  concerned  if  I  could  just  comment  about 
that  directly,  while  our  bill  would  increase  the  price  to  consumers 
more  than  the  multiyear  farm  bill  would,  under  both  the  multiyear 
farm  bill  or  under  the  Harkin-Gephardt  bill,  the  overall  percentage 
of  disposal  consumer  income  going  to  food  would  actually  go  dawn 
under  both  over  the  period  of  this  period  until  1995. 

Mr.  Penny.  One  last  question  I  would  have  and  I  will  check  mth 
Mr.  Grandy  separately  about  where  he  got  his  information  on  the 
cost  of  the  program,  do  you  have  it  now?  It  is  in  the  FAPRI  study? 

Mr.  Grandy.  If  the  gentleman  would  yield,  it  is  on  page  12  of  the 
FAPRI  study  which  I  will  be  glad  to  shso-e  with  you. 

Mr.  Penny.  I  would  appreciate  that.  The  last  question  I  would 
have  is  under  a  $3.50  loan  program,  what  are  the  assumptions 
about  the  amount  of  this  grain  that  might  end  up  turned  over  to 
the  Government  throughout  the  several  years  of  a  farm  policy  like 
this?  How  much  might  be  turned  over  to  the  Government  at  $3.50 
per  bushel  in  each  of  the  years  of  your  program? 

Senator  Harkin.  Well,  all  I  can  say  is  a  very  minimal  amount  as 
long  as  the  program  is  nm  correctly  by  the  Secretary  of  Agricul- 
ture in  terms  of  his  estimates  and  if  he  uses  realistic  estimates  for 
domestic  demand,  export  demand  and  disaster  reserve  carryover, 
then  there  should  be  no  assumption  by  the  Government. 

In  fact,  what  we  see  in  our  bill  and  what  the  studies  envision  is 
that  we  would  be  chewing  into  our  surpluses  each  year  so  we  would 
be  coming  down  in  our  inventory  of  CCC  stocks  every  year. 

Mr.  Penny.  The  question  I  have  is  as  you  turn  that  over  and  all 
right,  you  are  bringing  down  the  surplus  year  by  year  which  means 
that  we  are  producing  for  the  demand  using  the  bonus  buiAel 
export  plan  to  get  some  additional  bushels  out  of  surplus. 

Do  you  have  a  rotation  where  some  of  these  new  bushels  go  in? 
Do  they  go  in  at  the  old  loan  rate  of  that  old  grain  or  how  do  3^u 
provide  for  the  rotation  of  some  of  that  old  grain  out  and  the  new 
grain  in? 

Senator  Harkin.  We  can  rotate  just  like  we  do  now.  There  is  no 
problem  with  that.  You  can  rotate.  I  have  no  problem  with  that.  It 
would  be  just  like  it  is  today. 

Mr.  GucKMAN.  Thank  you,  Mr.  Penny.  I  think  Mr.  Stangeland 
was  next. 

Mr.  Stangeland.  Thank  you,  Mr.  Chairman.  I  just  want  to  wel- 
come our  former  colleague  back  to  the  committee  and  just  to  say 
that  while  we  have  some  disagreements,  I  certainly  respect  the 
work  that  you  have  done.  Senator,  on  this  legislation.  I  am  going  to 
have  to  leave  for  a  full  committee  hearing  on  trade  shortly,  Mr. 
Chairman,  but  before  I  do  I  would  like  to  recognize  some  of  your 
future  witnesses,  a  good  ftiend  of  mine  and  former  oollea^e  in  the 
State  legislature,  president  of  the  Minnesota  Farmers  Umon,  Willis 
Eken,  who  is  in  the  crowd  and  also  our  commissioner  of  agriculture 
from  Minnesota,  Jim  Nichols,  both  of  whom.  Senator,  are  good 
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strong  supporters  of  yours  and  I  am  sure  that  their  testimony  will 
just  add  some  weight  to  what  you  have  said. 

I  have  to  apologize  for  being  late  and  not  hearing  your  testimony 
but  I  certainly  wUl  take  a  look  at  it  and  I  think  you  recc^ize,  as 
do  the  member  of  this  committee,  there  are  some  real  problems  in 
agriculture  and  we  all  have  some  different  thoughts  and  ideas  but  I 
think  we  are  going  to  have  to  come  to  some  kind  of  reasonable  so- 
lution sometime  in  the  near  future  or  we  are  going  to  see  a  further 
demise  in  the  agricultural  economy  and  I  think  that  is  well  recog- 
nized. 

Thank  you,  Mr.  Chairman. 

Senator  Harkin.  Congressman,  thank  you  very  much  for  those 
kind  words  and  again,  I  just  want  to  emphasize  our  close  working 
relationship  over  many  years  and  I  appreciate  that.  I  always  felt 
that  you  have  had  a  very  compassionate  and  concerned  view  on  ag- 
riculture and  I  know  you  feel  very  deeply  about  it  and  while  we 
may  have  some  disagreements  on  the  margins,  I  think  our  hearts 
are  in  the  right  place  on  this  stuff.  So  thank  you  very  much. 

Mr.  GucKBfiAN.  Thank  you.  Mr.  Emerson. 

Mr.  Emerson.  No  questions,  Mr.  Chairman. 

Mr.  GucKBfiAN.  We  have  gone  through  the  questions  and  I  would 
like  to  run  through  again  but  we  just  don't  have  time. 

Let  me  just  make  a  couple  of  quick  points  so  that  you  know,  Tom 
€uid  Lane,  what  I  have  tried  to  do  in  this  set  of  hearings  and  we 
are  going  to  have  one  tomorrow  on  the  payment  limitation  and  re- 
constitution  which  promises  to  be  not  very  controversial  indeed 
and  then  we  are  going  to  go  and  have  one  on  the  use  of  certificates, 
generic  certificates,  FlK  and  roll,  see  how  the  certificates  are 
being  used,  whether  they  are  benefiting  the  producer  or  not. 

After  that,  we  are  going  to  get  the  committee  together  and  get 
some  idea  of  whether  one  can  move  ahead  this  year  with  any 
policy  changes,  structural  ones  or  less  migor  ones.  This  has  to  be 
one  of  the  major  proposals  that  we  are  going  to  consider. 

The  timing  may  or  may  not  be  right  to  try  to  produce  a  migor 
bill  this  year.  I  don't  want  to  take  anjrthing  to  the  floor  unless  I 
have  a  reasonable  belief  that  it  is  likely  to  be  successful.  Maybe  it 
is  too  premature  to  determine  that  right  now. 

I  do  think  this,  that  some  of  the  questions  that  have  been  raised 
today  are  going  to  intensify  as  we  deal  in  the  markup  process  and 
we  have  to  make  sure  that  we  handle  all  of  the  structural  ques- 
tions in  terms  of  how  this  bill  would  operate  and  it  would  affect 
international  markets  and  all  these  kinds  of  things. 

I  am  not  saying  that  they  can't  be  worked  out.  I  am  saying  that 
now  it  is  time  to  go  beyond  the  rallying  C€dl  of  the  bill  and  into  the 
trenches  to  figure  out  exactly  what  will  work.  That  is  the  purpose 
of  the  hearing  today. 

We  have  a  whole  slew  of  witnesses  who  I  think  will  offer  con- 
structive additions  to  both  support  of  the  bill  as  well  as  construc- 
tive changes  if  those  are  necessary  and  as  you  have  said  some  may 
be,  in  fact,  necessary. 

I  think  you  are  performing  a  very  valuable  service.  There  is  no 
real  counterpoint  to  the  current  farm  bill  and  this  is  one  counter- 
part. Another  one  may  be  surfacing  in  terms  of  Mr.  Penny  and  Mr. 
Dorgan,  whether  that  is  the  best  option  or  not,  I  don't  know,  but  at 
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least  this  committee  is  going  to  be  the  fermentation  of  those  coun- 
terpoints and  then  we  are  going  to  see  if  anjrthing  can,  in  fact, 
move  this  year. 

Mr.  Stangeland.  Mr.  Chairman. 

Mr.  GucKMAN.  Yes,  Mr.  Stangeland. 

Mr.  Stangeland.  I  thank  you  for  one  more  minute.  There  is  one 
thing  that  I  do  want  to  commend  you  for  in  this  l^islation.  If  the 
FAPRI  report  is  so  and  it  is  going  to  raise  consumer  costs,  I  am  one 
member  of  the  committee  who  doesn't  apologize  for  that.  I  don't 
think  any  of  us  should. 

The  farm  programs  in  the  past  have  been  more  a  consumer  pro- 
gram that  of  benefit  to  the  producer.  I  think  we  all  recognize  that, 
the  largest  quantity  of  the  best  quality  food  at  the  lowest  price  any- 
where in  the  world. 

I  am  one  who  believes  that  the  farmer  needs  a  return  and  he  is 
either  going  to  get  it  at  the  checkout  counter  or  we  are  going  to 
extract  it  in  taxes  through  a  Government  pajmient.  One  way  or  the 
other,  we  have  to  get  a  return  to  that  farmer  and  I  think  as  mem- 
bers of  agricultural  districts  and  agricultural  producers,  we  never 
ought  to  apologize  for  anything  that  might  raise  the  cost  of  food  to 
the  consumer  a  modest  amount  since  it  is  still  going  to  be  the 
cheapest  anywhere  in  the  world. 

Senator  Harkin.  Mr.  Chairman. 

Mr.  GucKMAN.  Yes,  Tom. 

Senator  Harkin.  If  I  might  just  make  basiccdly  three  points  in 
closing. 

One,  what  we  are  asking  for  in  the  bill  is  we  are  not  asking  in 
envisioning  any  kind  of  an  extraordinarily  high  prices  for  grain. 
We  are  only  asking  for  the  same  price  that  the  farmer  got  10  years 
ago  in  the  marketplace. 

Second,  there  is  a  lot  of  concern  in  the  livestock  industry.  I  un- 
derstand that  rightfully  so.  Iowa  was  a  big  livestock  producing 
state  and  we  ought  to  be  concerned  about  our  livestock  farmers. 
But  as  I  see  it,  livestock  farmers  are  becoming  addicted,  addicted  to 
low  grain  prices  and  we  have  to  get  them  off  that  addiction  because 
it  is  going  to  be  their  ruin  the  future. 

The  third  thing  I  would  just  say,  Mr.  Chairman,  is  about  bring- 
ing the  bill  out  for  a  vote.  I  intend  to  push  it  for  a  vote  on  the 
Senate  floor  this  year.  We  will  vote  on  it.  We  have  a  different  way 
of  operating  over  there  than  you  do  here  and  I  can  do  that  but  1 
will  bring  it  up  and  if  we  don  t  pass  it  this  year,  I  will  bring  it  up 
again  next  year  and  if  we  don  t  pass  it  then,  I  will  bring  it  up 
again  next  vear.  As  long  as  I  happen  to  be  in  the  Senate,  I  will 
continue  to  bring  it  up. 

I  am  just  reminded  of  one  of  my  favorite  Hubert  Humphrey  sto- 
ries back  in  the  mid-1950's  he  started  bringing  out  a  medicare  bill 
to  pay  for  medical  care  for  the  elderly  on  social  security  throu^ 
social  security  payments  and  deductions  and  he  brought  it  out  and 
it  was  defeated.  The  next  year  he  rolled  it  out  again  and  it  got  de> 
feated  again  and  he  kept  bringing  it  up  all  the  time  and  one  of  his 
colleagues  said,  ''Hubert,  you  are  going  to  make  us  vote  on  that 
medicare  bill  again?  How  many  times  are  you  going  to  make  us 
vote  on  it?*'  Hubert  said,  "We  are  going  to  vote  on  it  until  you  get 
it  right." 


Digitized  by 


Google 


461 

Mr.  GucKBfAN.  I  would  just  say  that  nobody  said  that  persistence 
isn't  a  virtue  of  Tom  Harlun. 

Senator  Harkin.  We  are  going  to  be  persistent.  Thank  you  for 
hearing  us  out. 

Mr.  GucKMAN.  Thank  you  both  very  much.  Our  next  group  is  a 
panel  of  witnesses.  We  have  two  honorable  agriculture  conunission- 
ers,  the  Honorable  Jim  Hightower,  commissioner,  Texas  Depart- 
ment of  Agriculture  and  the  Honorable  Jim  Nichols,  commissioner, 
Minnesota  Department  of  Agriculture,  St.  Paul,  Minnesota  and  you 
may  have  others  at  the  table  with  you  so  whoever  that  person  is 
with,  you  probably  ought  to  identify  those  people. 

We  are  delighted  to  have  you  both  here.  You  both  have  distin- 
guished yourselves  in  agriculture.  I  don't  think  Mr.  Nichols  has 
been  on  Sixty  Minutes,  however,  so  we  are  going  to  start  with  Mr. 
Hightower  because  he  has  distinguished  himself  recently  in  a  vari- 
ety of  ways  and  I  am  pleased  to  have  served  on  many  panels  and 
meetings  with  him  and  he  is  a  great  leader  of  American  agricul- 
ture. 

So,  Jim,  we  are  delighted  to  have  you  here.  We  will  start  with 
you.  You  may  give  your  testimony  and  then  we  will  go  to  Jim 
Nichols  and  then  afterwards,  we  will  open  it  up  for  questions  and 
however  this  gentleman  is  over  here,  you  might  identify  him. 

STATEMENT  OF  JIM  HIGHTOWER,  COMMISSIONER,  TEXAS  DE- 
PARTMENT OF  AGRICULTURE,  ACCOMPANIED  BY  MIKE 
MILLER,  DEPUTY  COMMISSIONER 

Mr.  Hightower.  I  appreciate  it.  Chairman  Glickman,  very  much. 
This  is  Mike  Miller  who  is  deputy  commissioner  of  the  Texas  De- 
partment of  Agriculture  and  also  is  the  past  chairman  of  the  exec- 
utive committee  of  the  National  Farmers  Union. 

I  am  very  grateful  to  be^^in  with  to  the  members  of  this  subcom- 
mittee for  having  this  deliberation  and  moving  in  the  timely  fash- 
ion that  you  are  doing  but  also  the  thoughtful  manner  in  which 
you  are  proceeding. 

The  Harkin-Gephardt  proposal  that  is  before  you  today  really  is 
an  attempt  to  start  from  scratch  and  I  think  it  is  important  that 
you  have  some  sense  of  where  this  bill  comes  from.  About  3  or  4 
years  ago  we  bc^an  to  luck  around  the  idea  that  maybe  farmers 
themselves  should  be  asked  what  the  farm  bill  should  be. 

Let's  start  from  why  do  we  have  farm  legislation,  who  is  it  we 
are  trying  to  help,  what  do  we  want  it  to  do,  who  is  going  to  bear 
the  cost  of  it,  how  much  is  that  going  to  be. 

The  point  is  that  this  legislation  didn't  come  out  of  some  think 
tank  here  in  Washington  or  certainly  out  of  any  of  us  good  looking 
agriculture  commissioners'  brains  out  in  the  countryside.  Rather,  it 
came  from  farm  forums  that  were  held  all  over  this  country  and  it 
came  out  of  the  desperation  that  has  only  grown  worse  since  that 
period,  the  fact  that  we  have  a  full  fledged  depression  in  our  agri- 
cultural economy. 

You  know  that  as  well  as  I  do  so  there  is  no  need  to  dwell  in  it. 
In  1985-1986  in  my  State  we  lost  17,000  farmers,  good  productive 
people.  That  is  17,000  of  our  very  best  farmers  and  that  is  some- 
thing that  I  think  needs  to  be  stressed  here.  These  are  not  groups 
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with  40  acres  and  a  mule  who  are  going  out  of  business.  These  are 
not  the  lasers  and  the  bankers  who  got  a  little  hobby  for  them 
out  there.  These  are  the  main  Une,  full  time,  fully  modernized  com- 
mercial operators  that  we  are  losing,  the  people  that  put  three 
squares  a  day  on  the  table  for  us. 

As  I  say,  we  lost  17,000.  We  have  about  60,000  full-time  conmiei> 
cial  farmers  in  the  State  of  Texas,  17,000  came  out  of  that  categoiy 
not  the  larger  category  of  hobby  farmers  and  others  out  there  and 
those  that  remain  are  pretty  much  on  the  brink  of  broke. 

The  U.S.  Department  of  Agriculture  calculates  liiat  there  is 
something  like  640,000  full-time  commercial  farmers  in  the  United 
States  and  that  44  percent  of  those  are  in  deep,  deep  debt  trouble 
right  now.  Many  more,  many  more  are  going  to  be  in  that  same 
debt  trouble  within  another  z-crop  years  if  we  do  not  change  U  J3. 
farm  policy  right  away. 

The  point  that  I  want  to  stress  is  that  it  is  not  just  a  few  farmerB 
going  broke  out  there,  it  is  the  family  farm  s^tem  itself,  the  entre- 
preneurial unit  that  we  know  of  as  the  family  farm  that  is  at  risk 
They  have  one  foot  in  the  grave  and  one  foot  on  the  banana  peel 
right  now  looking  to  this  Congress  for  some  change  in  farm  pdicy 
that  allows  them  to  make  a  profit  again. 

There  are  three  basic  ways  it  seems  to  me.  Chairman  Glickman, 
three  basic  approaches  that  you  can  take  to  dealing  ¥rith  this  prob- 
lem. One  is  the  Reagan  administration's  approach  of  let  them  go, 
basic€dly  have  the  shake  out  in  the  industry  and  let's  turn  it  over 
to  the  vertic€dly  integrated  industrialized  corporate  type  structure 
that  Earl  Butz  has  spoken  of  for  the  last  20  years. 

A  second  approach  is  to  say,  ''Well,  we  are  going  to  lose  them  but 
at  least  we  could  soothe  them  with  a  little  bit  of  taxpayer's  monqr 
between  now  and  then  as  they  get  of  age  and  move  out  of  farming 
on  their  own." 

A  third  approach  which  is  what  we  are  trying  to  take  is  an  effort 
to  restore  a  market  price  structure  to  agriculture  again  and  we  are 
not  the  only  proposal  that  has  that.  Mr.  Penny  and  Mr.  Dorgan 
have  theirs  which  is  an  admirable  effort. 

There  may  be  a  number  of  efforts  but  at  least  this  seems  to  be 
from  the  countryside,  from  the  farmers  themselves  and  from  the 
consumer  interest  and  from  the  family  farm  advocates  within  this 
Congress  the  approach  that  we  may  want  to  take. 

That  is  what  the  save  the  family  farm  bill,  the  Harkin-Gephardt 
proposal,  attempts  to  do.  I  can  say  to  vou  that  at  the  very  least, 
this  is  a  bill  with  integrity.  It  will  do  what  it  says  it  is  going  to  da 
It  is  not  just  a  bunch  of  rhetoric.  It  is  a  bill  that  will,  in  fact,  save 
the  family  farm  and  it  saves  it  bv  establishing  a  price  that  is  realis- 
tic for  those  farmers,  allowine  tne  farmers  to  get  that  price  out  of 
the  marketplace  and  get  the  farmers  out  of  the  taxpayer's  pockets. 

It  does  it  by  establishing  that  fair  price.  Texas  A&M  University 
did  an  analysis  of  five  dSferent  farm  proposals  that  are  on  the 
table  in  this  national  debate  trying  to  assess  the  probability  of  a 
t3rpical  farm  in  different  regions  of  Texas  surviving  under  these 
various  proposals. 

The  analysis  is  attached  in  my  prepared  testimony  that  is  before 
you,  a  chart  that  shows,  for  example,  a  typical  farm  on  the  South 
Plains  which  is  around  Lubbock,  Texas,  if  we  continue  the  present 
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program,  the  1985  farm  bill,  the  typical  farms  out  there  have  a  5 
percent  probability  of  being  able  to  succeed. 

If  we  go  with  the  Reagan  administration  approach  of  lowering 
the  target  prices  even  more,  they  have  a  zero  chance  of  succeeding. 
Under  the  Harkin-Gephardt  proposal,  they  have  a  95-percent 
chance  of  success  and  right  on  down  the  line  in  the  North  Plains 
area,  the  Rolling  Plains  area,  the  Gulf  Coast  of  Texas. 

Under  Harkin-Gephardt,  the  typical  farms,  family  farms  have  a 
95  to  100  percent  chance  of  success.  The  reason  they  have  that 
chance  is  because  they  will  be  getting  a  price  in  the  marketplace 
that  allows  them  to  have  a  net  cash  income  for  a  change. 

For  example,  in  that  Lubbock  area  farm  under  the  present  bill 
typically  the  income,  the  1987-90  for  that  farm  is  going  to  be  a 
$10,000  loss.  Under  the  Reagan  approach  it  would  be  a  $40,000 
annual  loss.  Under  the  Harkin-Gephardt  proposal,  a  $40,000 
annual  net  income  would  benefit  them. 

So  what  we  are  talking  about  is  a  program  that  works  for  those 
farmers.  There  is  some  effort  to  say,  ''Well,  we  are  just  trying  to 
bail  out  bad  farmers  or  something  or  other."  We  are  talking  about 
folks  who  have  achieved  the  economies  of  scale  that  they  are  asked 
to  achieve  in  agriculture,  done  everything  pretty  much  the  free  en- 
terprise system  has  asked  them  to  do. 

A  typical  farm,  for  example,  up  in  Deaf  Smith  County  in  the 
High  Plains  area.  Panhandle  area  of  our  State,  is  going  to  be  pro- 
ducing com  and  sorghum  and  wheat,  commodities  of  interest  to 
this  subcommittee.  This  is  a  fully  modernized  and  efficient  opera- 
tor. This  guy  has  been  to  collie  probably  Texas  Tech  or  A&M  and 
he  didn't  just  study  cows  and  plows,  he  got  a  Uttle  bit  of  marketing, 
a  little  bit  of  business  management  in  there  as  well. 

He  has  an  operation  that  probably  has  a  net  worth  typically  now 
of  about  $350,000.  Sounds  good  except  he  has  a  debt  of  $200,000  on 
top  of  it  and  his  pre-tax  income  last  year  would  have  been  $9,444; 
all  of  that,  all  of  that  from  the  taxpayer,  none  of  it  from  the  mar- 
ketplace and  had  it  not  been  for  the  taxpayer  crop  subsidy  pay- 
ments, this  guy  would  have  had  a  net  loss. 

Why?  Because  the  price  on  com,  the  price  on  wheat,  the  price  on 
sorghum,  the  price  on  all  of  the  basic  commodities  that  we  produce, 
the  farmer  is  receiving  a  price  that  is  about  half  of  what  it  costs 
him  to  produce  it. 

In  1981,  for  example,  com  was  bringing  $3.19  per  bushel.  In  Jan- 
uary of  this  year,  it  was  $1.50  per  bushel.  It  cost  $3.44  on  the  High 
Plains  to  produce  that  com.  Wheat  was  bringing  $4.21  per  bushel  6 
years  ago  and  now  it  is  $2.44  per  bushel  and  it  costs  $4.72  per 
bushel  to  produce  it. 

So  as  a  result  61  percent  of  the  farmers  in  that  county  are  delin- 
quent on  their  pa3rments  to  Farmers  Home  Administration.  Forty- 
three  percent  of  the  commercial  bank  borrowers  in  that  region  are 
in  serious,  serious  debt  problems.  Farmland  values  are  down  30 
percent  in  that  region  since  1981.  That  amounts  to  about  a  95-per- 
cent decline  in  farmland  value.  Farm  equipment  values  are  down 
by  as  much  as  30  percent  and  represent  about  a  $21,000  loss  that 
those  farmers  have  had  to  sustain. 
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If  you  come  in  with  something  like  Harkin-Gephardt,  with  a  new 
price  structure  built  in  there,  it  allows  that  farmer  and  that  bank 
and  that  community  to  begin  a  process  of  recovery. 

That  farmer's  debt  will  drop  in  the  10-year  period  from  that 
$200,000  debt  to  under  $20,000.  Under  Harkin-Gephardt  his  net 
income  will  rise  from  that  $9,444  last  year  to  $53,163,  the  $53,000 
not  from  the  taxpayer  but  from  the  marketplace,  and  since  92  per- 
cent of  the  business  revenues  in  that  region  come  from  agriculture, 
it  means  that  the  multiplier  effect  of  that  farmer's  income  and  his 
neighbors  is  going  to  b^in  to  strengthen  a  depressed  economy  and 
we  begin  to  work  our  way  out  of  this  madness. 

This  is  a  bill  that  we  have  tried  to  put  together  in  a  sensible 
fashion  and  as  Senator  Harkin  and  Representative  Evans  indicated 
in  their  testimony,  a  bill  we  are  continuing  to  work  with  and  are 
very  pleased  to  work  with  the  membership  of  this  committee  on  to 
develop  because  we  want  a  bill  that  works. 

We  want  a  bill  that  will  actually  do  what  it  is  we  all  want  done, 
a  bill  that  works  for  all  of  the  interests,  that  is  fair,  and  that  is 
understandable  to  our  people.  We  have  tried  to  focus  not  only  on 
the  farmers'  needs  but  also  on  the  needs  of  the  low-income  con- 
sumer, incorporating  the  Kennedy-Panetta  provisions  there  that  I 
think  will  largely  take  care  of  that  problem. 

We  have  tried  to  meet  the  U.S.  responsibilities  in  world  hunger 
and  produce  for  that  need.  We  have,  as  Senator  Harkin  indicated, 
zeroed  out  at  least  $18  billion  per  year  in  crop  subsidies  that  are 
now  coming  out  of  the  taxpayers'  payment  and  we  have  done  this 
in  a  way  without  putting  a  burden  on  the  consumer. 

Mr.  Volkmer  indicated  a  while  ago  that  the  consumer  generally 
probably  isn't  aware  of  the  farm  value  of  the  food  price  that  ihey 
pay.  The  truth  is,  not  only  is  that  a  very  small  value  in  terms  of 
what  most  of  what  we  buy,  but  also  under  the  Harkin-Gephardt,  it 
would  have  a  very  little  impact  on  the  typical  consumer. 

A  box  of  Wheaties,  for  example,  you  are  talking  about  a  commod- 
ity, wheat  that  is  supposed  to  be  represented  in  this  box  that  has 
fallen  since  1981  by  42  percent  in  value.  A  bushel  of  wheat  was 
$4.21  and  now  it  is  $2.42.  You  would  just  assume,  a  typical  person 
would,  that  naturally  the  consumer  price  of  these  things  come 
down;  but  shocked  and  amazed  as  you  will  be,  it  has  not  come 
down.  In  fact  it  has  gone  from  $1.04  per  box  to  $1.41,  a  36-peroent 
increase  in  the  price  of  Wheaties  at  the  same  time  General  Mills 
has  enjoyed  a  42-percent  decline  in  the  price  that  they  have  to  pay 
to  the  farmer. 

There  is  only  a  penny  and  a  half  worth  of  wheat  in  this  thing 
right  now.  The  box  costs  a  dime.  So  there  is  more  to  the  boxmaker, 
far  more,  than  there  is  to  the  farmer. 

Under  Harkin-Gephardt  this  box  even  if  General  Mills  in  its 
wisdom  chose  not  to  do  the  right  thing  by  consumers  but  to  pass  all 
of  the  farm  increase  onto  the  consumer,  you  are  talking  about  a 
box  of  Wheaties  going  from  $1.41  to  $1.43,  something  that  we  can 
live  with. 

My  Hnal  point  will  be  just  simply  that  I  hope  that  we  take  action 
this  year.  I  am  encouraged  by  wnat  Senator  Harkin  said.  I  am  en- 
couraged by  this  committee's  early  involvement  in  this  legislation 
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and  the  statements  that  you  have  made,  Mr.  Chairman,  about  your 
willingness  to  see  if  there  is  support  for  movement  right  away. 

I  tMnk  we  cannot  wait.  There  is  not  going  to  be  anybody  left  to 
save  if  we  wait  much  longer.  We  have  been  waiting  and  every  year 
that  we  have  waited  we  have  lost  more  and  more  farmers  and,  just 
as  important,  the  public  is  ready  for  a  change. 

If  this  bill  isn't  it,  if  Harkin-Gephardt  isn't  it,  let  us  decide  that 
now  and  get  off  of  it  and  get  onto  something  that  we  can  do.  Farm- 
ers have  to  have  something  out  there  and  the  whole  economy  that 
is  dependent  on  those  farmers  which  is  all  of  us  pretty  much  have 
sdso,  we  are  not  going  to  get  out  of  our  doldrums  until  we  deal  with 
this  farm  economy  situation. 

I  will  just  leave  you  with  this  thought.  Franklin  Roosevelt,  back 
50  years  ago  when  he  first  came  into  office,  got  his  folks  together 
in  the  White  House  and  said  to  them  something  that  I  think  ap- 
plies to  all  of  us  in  this  room.  He  said,  ''Do  something.  If  it  works, 
do  it  some  more.  If  it  doesn't  work,  do  something  else." 

We  are  prepared  to  work  with  you  to  do  something  that  saves 
that  farmer. 

[The  prepared  statement  of  Mr.  Hightower  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  GucKBfAN.  Thank  you,  Jim.  Before  Mr.  Nichols  starts  I  just 
want  to  tell  you  that  this  is  a  side  issue  but  in  that  box  of  Whea- 
ties,  I  think  it  is  true  with  Wheaties,  I  am  not  sure,  that  most  of 
the  oil  that  is  used  to  cook  those  Wheaties  are  tropical  fats  importr 
ed  from  other  countries,  palm  oil,  palm  kernel  oil  and  coconut  oil 
displacing  huge  amounts  of  soybean  oil,  com  oil,  sunflower  oil,  cot- 
tonseed oil 

Mr.  Hightower.  And  none  of  it  is  nutritional  for  you. 

Mr.  GucKMAN.  And  very  high  in  saturated  fats.  So  while  that  is 
not  at  the  heart  of  the  issue  you  are  talking  about  today,  we  are 
going  to  try  to  do  something  about  that. 

Mr.  Hightower.  Well,  there  has  been  some  suggestion  that  you 
would  do  better  nutritionally  if  you  chopped  up  the  box  and  poured 
milk  and  sugar  on  it  than  if  you  ate  the  Wheaties. 

Mr.  GucKMAN.  It  would  depend  on  whose  picture  was  on  the 
cover  of  the  box. 

Mr.  Hightower.  That  is  not  within  my  expertise  so  I  don't  know 
€uiything  about  it.  [Laughter.] 

Mr.  GucKBfAN.  Mr.  Nichols. 

STATEMENT  OF  JIM  NICHOLS,  COMMISSIONER,  MINNESOTA 
DEPARTMENT  OF  AGRICULTURE 

Mr.  Nichols.  Mr.  Chairman,  I  don't  want  to  read  my  remarks. 

Mr.  GucKMAN.  Without  objection,  your  set  of  remarks  will 
appear  in  the  record  as  will  Mr.  Hightower's. 

Mr.  Nichols.  Thank  you,  Mr.  Chairman.  Very  quickly,  I  am  here 
as  a  farmer.  I  also  want  to  represent  the  73  percent  of  the  farmers 
in  Minnesota  that  voted  for  supply  management  and  a  fair  price  in 
the  referendum  that  was  held  last  July  and  I  want  to  talk  quickly 
about  supply  management  and  some  of  the  winners  and  losers 
under  the  farm  bill. 
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One  of  the  silliest  debates  I  ever  hear  is  whether  or  not  we 
should  have  a  supply  management  program.  Supply  management 
is  unavoidable.  We  had  our  first  set-aside  program  in  1934  when  we 
took  20  million  acres  out  of  production.  The  question  is  not  wheth- 
er or  not  we  are  going  to  have  supply  management.  It  is  whether 
we  are  going  to  do  it  intelligently. 

John  Block  came  before  this  committee  manv  times  and  t^rtified 
against  mandatory  supply  management  but  John  Block  on  his  own 
initiated  the  1983  PIIC  program  which  was  a  mandatory  program, 
Mr.  Chairman,  as  a  farmer  my  bcuiker  told  me  I  had  better  get  in 
that  program.  He  took  80  million  acres  out  of  production  at  a  cost 
of  $12  billion. 

Earlier  you  talked  about  how  much  land  we  would  have  to  take 
out  of  production  to  make  the  program  work.  Senator  Harkin  sug- 
gested 24  percent.  If  you  will  look  at  my  testimony  there,  Mr. 
Chairman,  we  have  taken  an  average  of  22  percent  of  the  com  land 
out  of  production  and  an  average  of  29  percent  of  the  wheat  land 
out  of  production. 

The  question  is,  how  do  you  do  it.  In  1981,  we  had  a  zero  set- 
aside;  in  1982,  we  had  a  10  percent  and  in  1983,  we  had  a  50  per- 
cent set-aside.  Now  again  in  1987,  we  have  a  35  percent  set-aside  on 
corn  and  a  27.5  percent  set-aside  on  wheat. 

As  a  farmer,  1987  is  going  to  be  a  pretty  good  year  for  me  be- 
cause I  am  getting  a  lot  of  Government  subsidy  checks  but  1987  is 
going  to  hurt  Main  Street  business  just  like  1983  did.  If  you  have  a 
consistent  supply  management  program  taking  land  out  of  produc- 
tion every  year  instead  of  10  percent  1  year  and  50  percent  the 
next  year,  it  is  good  for  farmers  and  it  is  good  for  the  businessmen 
on  Main  Street. 

Think  about  the  guy  on  Main  Street  a  little  bit  here  with  your 
programs.  Also  think  about  your  customer.  My  customer  is  the 
farmer.  In  1982  I  was  selling  corn  for  $1.70  per  bushel  and  in  1988, 
I  was  selling  it  for  $3.25.  I  would  like  to  sell  it  every  year  for  $3.25 
but  what  that  does  to  my  customer  whether  he  is  an  export  cus- 
tomer or  a  domestic  customer,  the  price  is  on  a  roller  coaster.  For 
me  as  a  farmer,  it  is  the  same.  I  want  to  get  off  this  roller  coaster 
ride. 

What  my  customer  wants  is  a  stable  price  and  a  stable  supply 
and  we  can  give  him  that  if  we  have  a  consistent  approach  to 
supply  management.  It  will  work  if  we  run  the  program  intelligent- 
ly and  not  like  a  bunch  of  idiots  and  that  is  the  way  this  group  in 
USDA  is  running  the  program  now. 

Now  let's  talk  quickly  about  who  are  the  winners  and  losers 
under  this  current  farm  bill.  Senator  Harkin  talked  about  22  per- 
cent return  on  equity  for  some  of  the  companies  in  the  food  proc- 
essing business.  In  mv  state  we  have  a  company  called  Ccurgill.  It  is 
the  largest  privately  held  corporation  in  the  world. 

Their  profits,  you  will  see  dv  my  testimony  there,  there  is  a  nice 
little  story  about  it,  their  profits  are  up  66  percent,  a  $409  million 
profit  last  year,  the  highest  since  1973,  why?  It  is  not  because  the^ 
are  making  money  in  the  export  business  any  more.  Cargill  doesn  t 
even  care  about  exports.  They  want  to  fill  up  their  grain  elevators 
with  all  this  surplus  commodity  and  draw  storage  payments,  36 
cents  to  48  cents  per  bushel,  I  might  add. 
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Cargill  took  in  at  least  $100  million  and  it  is  probably  closer  to 
$300  million  in  storage  pajmients  last  year.  USDA  won't  tell  me 
how  much  it  is.  When  a  farmer  gets  a  $1  million  check  from  the 
Government,  it  is  a  scandal.  When  C€U'gill  takes  in  $100  million  to 
store  surplus  commodities,  USDA  won't  even  publicize  the  facts. 

Again,  when  we  have  a  policy  that  drives  down  the  price  of  grain 
theoretically  so  that  we  can  increase  our  exports  which  haven't 
worked  as  you  know,  Mr.  Chairman,  but  there  becomes  some  real 
big  winners  in  there.  What  we  have  with  our  deficiency  payments 
is  not  a  farmer  subsidy,  it  is  a  production  subsidy  and  when  you 
have  a  production  subsidv,  the  person  that  is  in  the  production 
business  doesn't  get  any  of  that  subsidy. 

As  a  farmer,  I  am  going  to  take  my  deficiency  check  this  spring 
and  I  am  going  to  buy  seed,  fuel,  and  fertilizer.  All  the  Government 
checks  that  I  get,  I  don't  ever  get  to  put  in  my  pocket,  no  farmer 
puts  it  in  his  pocket,  it  doesn't  add  to  his  profit  margin,  we  buy 
seed,  fuel  and  fertilizer. 

The  winners  then  are  those  who  get  to  buy  the  grain  at  less  than 
the  cost  of  production.  Again,  who  is  buying  all  of  this  grain? 

Mr.  GucKMAN.  Mr.  Nichols,  could  I  stop  ^ou  just  one  second.  The 
Chairman  of  the  full  committee  has  come  mto  the  room,  Mr.  de  la 
Garza,  and  we  have  a  trade  hearing  that  starts  right  away  in  the 
other  room  and  he  wanted  very  much  to  come  in  and  sav  a  couple 
of  words  and  I  would  like  to  give  him  that  opportunity.  I  recognize 
the  Chairman  of  the  full  committee. 

The  Chairman.  Thank  you  very  much,  Mr.  Chairman.  I  had  an 
accident  several  weeks  ago  and  had  to  go  back  to  the  doctor  this 
morning.  It  is  not  progressing  as  well  as  we  would  like  it  to,  and 
my  problem  is  that  it  is  my  hunting  eye. 

Mr.  GucKMAN.  Luckily,  it  is  not  huntii^  season. 

The  Chairbaan.  We  have  a  trade  hearing  next  door  which  coin- 
cides with  what  you  will  be  working  on  here.  I  wanted  to  come  and 
add  my  welcome  to  those  of  the  subcommittee  to  Commissioners 
Hightower  and  Nichols  and  all  of  the  other  witnesses  who  will 
appear  today.  We  hope  that  we  have  a  good  contribution  from  you. 
We  know  that  we  have  a  very  difficult  situation. 

It  is  not  all  a  one-sided  issue.  We  need  to  get  all  of  the  informa- 
tion that  we  can,  and  we  need  to  get  our  heads  together  and  see 
what  we  can  come  up  with  that  will  be  helpful  to  the  rural  Ameri- 
can farmers.  Commissioner,  I  wanted  to  come  and  extend  to  you 
my  personal  greetings  and  welcome. 

Mr.  Hightower.  Thank  you. 

Mr.  Nichols.  Thank  you.  Before  the  Chairman  leaves,  before  you 
can  solve  the  problem  you  first  have  to  recognize  that  you  have  a 
problem  and  as  long  as  we  believe  that  this  current  farm  program 
is  working  we  will  never  solve  this  problem,  Mr.  d^  la  Garzja.  It 
ain't  working,  Mr.  Chairman,  I  can  assure  you  of  that.  ^ 

Mr.  GucKMAN.  I  will  recognize  the  chairman. 

The  Chairman.  I  don't  want  to  get  into  this,  but  I  have  traveled 
the  width  and  breadth  of  America  and  we  have  had  hearings  here, 
and  while  some  cotton  people  tell  me  it  is  working,  one  or  two  say 
no.  Rice  people  say  it  is  working.  The  tobacco  people  say  it  is  work- 
ing. Peanut  people  say  it  is  working.  The  research  section  is  work- 
ing. 
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The  vastness  of  the  farm  bill,  we  hear  it  is  working.  The  grain 
section,  we  haven't  been  able  to  get  a  handle  on  and  I  hope  this  is 
what  we  address.  Fruit  and  v^etable  sections  are  having  problems 
for  a  great  many  reasons,  but  I  think  we  bottomed  out.  But  as  long 
as  there  are  people  like  you,  Mr.  Nichols,  who  keep  saying  "it  is 
wrong,  it  is  wrong,  it  is  wrong,  we  can't  do  anything  about  it,  the 
people  and  the  people  in  the  administration,  you  do  it  my  way  or  it 
ain  t  going  to  be  done,"  then  it  is  not  going  to  work. 

Mr.  Nichols.  Mr.  Chairman,  obviously  it  is  working  for  tobacco 
and  peanuts.  The  Harkin  farm  program  supply  management  of 
price,  it  is  working  for  fruit  and  v^etables.  They  have  marketing 
quotas.  Of  course,  it  is  working  for  tobacco  and  rice. 

The  CHAiRBfAN.  Then  don't  come  in  here  and  say  it  isn't  working 
because  some  of  it  is. 

Mr.  Nichols.  Some  is,  Mr.  Chairman. 

The  Chairbaan.  Then  admit  it. 

Mr.  Nichols.  The  parts  that  are  working  are  the  parts  that  have 
supply  management  and  a  fair  price  but  you  come  to  my  State,  Mr. 
de  la  Garza,  it  is  not  working.  The  com,  wheat  and  livestock  farm- 
ers are  going  out  of  business  at  a  tremendous  rate.  The  only  section 
in  Minnesota  that  is  working,  we  are  a  big  state,  is  sugar  beets 
where  we  have  supply  management  and  a  fair  price.  It  is  the  only 
program  that  is  working. 

The  Chairman.  I  just  met  with  the  cattlemen  and  they  all  told 
me  how  much  better  it  is  getting  and  how  it  is  coming  around,  but 
your  group  can  always  bring  me  somebody  who  tells  me  that  th^ 
sold  cotton  for  32  cents — and  they  did,  but  it  happened  that  it  was 
the  wrong  t3rpe  of  cotton  and  they  had  wrong  weather  and  it  was 
tainted  and  the  commissioner  can  show  you  how  the  figures  come 
up.  We  know  that.  We  know  that. 

What  we  need  to  do  is  to  forget  who  we  are,  where  we  are  from» 
and  admit  that  we  have  a  problem  in  a  segment  and  address  it  and 
work  together  and  not  see  who  we  are  going  to  knock,  who  we  are 
going  to  say  something  bad  about,  because  the  thing  is  that  it  is  a 
problem  for  all  of  us.  It  is  an  American  problem,  and  unless  we  get 
America  behind  it,  it  is  not  going  to  work.  We  have  to  get  all  of  us 
together.  We  have  to  bring  in  the  peanut  people  to  help  us.  We 
have  to  bring  in  the  tobacco  and  the  cattlemen. 

But  just  saying  that  it  isn't  working,  it  isn't  working,  isn't  going 
to  do  it.  The  Harkin  bill  from  beginning  to  now  has  changed  almoflt 
90  degrees.  Three  weeks  from  now,  you  will  have  it  180  degrees. 
Pretty  soon  you  are  going  to  be  back  to  what  we  have,  the  way  you 
keep  changing  it.  That  is  the  problem,  and  I  only  came  to  welcome 
my  commissioner  of  agriculture  from  Texas,  but  you  keep  changing 
it  and  you  keep  adding  and  you  say  it  isn't  working. 

I  have  gone  into  Minnesota  and  I  have  had  people  tell  me  in 
Minnesota  it  is  working.  I  have  had  dairy  people  tell  me  that  it  is 
working  and  I  have  had  a  neighbor  tell  me  that  it  isn't  working  for 
him. 

So  the  thing  is  how  do  we  sift  the  person  for  whom  it  is  working 
and  the  person  for  whom  it  isn't  working  and  find  out  what  causra 
it  not  to  work  for  one  but  to  work  for  his  neighbor  and  then  ad- 
dress that  issue;  but  we  have  to  do  it  with  a  national  consensus. 
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This  bill,  vou  say,  isn't  worth  a  dang  passed  by  397  votes.  That  is 
consensus.  Apparently,  you  do  not  understand  what  it  is  to  get  con- 
sensus in  a  body  of  varied  interests  and  individuals  who  represent 
the  vastness  of  American  agriculture.  It  is  very  difficult  to  get  218 
people,  but  it  got  396  or  397.  And  the  day  that  it  passed  you  said. 
It  dichi't  work"  and  today  you  are  saying  that  it  doesn't  work  and 
you  keep  saying  it  doesn't  work  unless  we  do  it  your  way. 

We  may  do  it  your  way.  I  am  not  against  that  if  that  is  what  we 
can  get  the  votes  for  and  if  that  is  what  we  need  to  do,  but  it  isn't 
going  to  be  done  as  long  as  you  keep  knocking  people  and  saying  it 
isn't  working  because  a  bunch  of  idiots  are  running  it. 

The  bill  has  a  name  of  this  idiot  if  you  want  to  attack  it  as  such. 

Mr.  Nichols.  Mr.  Chairman,  I  recognize  that  Mr.  de  la  Garza 
was  an  author  of  the  1985  farm  bill  and  there  is  a  lot  of  pride  in 
authorship  and  perhaps  is  unwilling  as  an  author  to  move  it. 

Mr.  GucKMAN.  No,  I  don't  think  that  is  what  he  is  saving  and  I 
think  you  need  to  be  fair  to  him  on  this  thing.  The  feet  of  the 
matter  is  agriculture  is  a  very  large  complex  issue  and  involves  a 
multitude  of  crops  and  a  multituae  of  interests  and  I  think  that 
what  he  is  pointmg  out  is  that  sometimes  reaching  that  consensus 
politically  when  you  have  such  a  varied  coimtry  such  as  America  is 
difiBcult.  It  is  tough  to  put  it  all  together. 

I  don't  think  he  has  necessarily  any  pride  of  authorship  in  what 
he  did  and  we  are  all  looking  for  constructive  options.  That  is  why 
he  has  given  me  the  opportunity  to  hold  these  hearings. 

Mr.  Nichols.  Thank  you,  Mr.  Chairman.  I  will  finish  here  very 
quickly.  The  Harkin  bill  has  never  changed.  It  has  always  advocat- 
ed supply  management  and  a  fair  price  and  it  never  will  change. 

Again,  back  to  the  winners  and  the  losers.  When  we  have  a  pro- 
duction subsidy,  you  encourage  surplus  production.  Last  year  we 
produced  8.3  billion  bushels  of  com  and  we  sold  6.4  billion  bushels. 
As  a  farmer  you  paid  me  $1.21  deficiency  payment  to  produce  2  bil- 
lion bushels  of  com  that  you  couldn't  sell. 

Then  as  a  farmer  I  take  that  com  because  there  are  no  markets 
for  it  for  me  just  as  there  aren't  for  the  Government,  forfeit  the 
loan  so  now  the  taxpayer  ends  up  owning  this  com  at  $3.03  per 
bushel.  Then  you  take  this  com  and  put  it  into  commercial  storage 
for  at  least  2  years,  that  is  the  average  at  a  cost  of  at  least  72  cents 
for  the  2  years  and  now  the  taxpayer  has  at  least  $4  per  bushel  in 
that  com  and  then  you  take  that  com,  and  you  know  what  you  do 
with  it,  Mr.  Chairman,  now  you  are  going  to  give  it  back  to  me  this 
spring  as  a  PIK  certificate. 

I  am  going  to  sell  that  PIK  certificate  to  Cargill  and  I  am  going 
to  go  out  and  buy  seed  and  fuel  and  fertilizer  so  I  can  produce  an- 
other surplus  crop. 

It  is  ridiculous.  You  wonder  why  you  are  spending  $30  billion 
and  farmers  are  going  bankrupt,  it  is  because  your  program  en- 
courages a  surplus  of  production  and  the  wrong  people  are  getting 
the  money. 

Now  let's  talk  about  the  livestock  industry  because  the  real 
losers  under  the  current  farm  bill  are  the  livestock  producers  and  I 
just  saw  in  your  statement,  Mr.  Chairman,  with  what  was  happen- 
ing in  Kansas  with  the  blizzard,  you  lost  a  lot  of  cattle,  you  lose  a 
lot  of  calves,  it  is  a  sad  situation. 
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I  saw  them  hay  lifting  hay  to  those  cattle.  My  standard  speech  to 
the  farmer  in  Minnesota  if  you  are  milking  cows,  feeding  cattle, 
feeding  hogs,  don't  grow  corn,  buy  it  because  if  you  grow  com,  you 
are  going  to  have  afi  your  cost  of  producing  that  com  and  you  are 
going  to  be  feeding  $3  com  to  your  dairy  cattle  and  your  hogs  and 
your  beef  cattle. 

If  you  buy  the  com,  you  get  to  buy  it  for  $1.50  so  the  subsidy 
here  becomes  not  to  the  farmer,  the  feunily  farmer  who  is  out  there 
growing  com  and  trying  to  stay  in  the  business,  he  is  feeding  ex- 
pensive com.  The  subsidy  is  to  the  big  beef  and  hog  producers  and 
who  are  they,  Mr.  Chairman?  Cargill  has  250,000  head  of  cattle  on 
feed.  Excel  Beef,  350,000  hogs  and  they  totally  dominate  the  poul- 
try industry. 

We  now  have  a  totally  vertically  integrated  industiy.  They  have 
the  cheap  feed,  they  have  the  animals  and  they  also  have  the 
slaughter  facilities,  85  percent  of  the  fat  cattle  are  slaughtered  in 
four  slaughter  facilities  primarily  owned  by  the  multinational 
grain  companies. 

So  this  subsidy,  this  deficiency  payment,  is  not  a  farmer's  subsi- 
dy. This  is  a  production  subsidy.  It  doesn't  benefit  farmers.  It  bene- 
fits those  who  get  to  buy  what  the  farmer  produces.  That  is  the 
consumers  on  Main  Street.  That  is  the  feeders  and  that  is  those  in 
the  export  market,  the  Russians.  I  saw  Dan  Amstutz  as  opposed  to 
extending  the  bonus  special  program  to  the  Russians,  he  says,  ''We 
don't  want  to  subsidiase  the  Russians."  What  do  you  think  jrou  are 
doing  now  when  you  are  selling  com  for  $1.50  and  the  taxpayer 
spends  $1.50  to  grow  that  com  in  the  production  subsidy,  you  are 
subsidizing  the  Russians. 

The  winners  under  our  program  are  the  Russians  and  the  con- 
sumers. If  we  negotiate  an  international  agreement,  Mr.  Chairman, 
we  will  eliminate  those  subsidies  to  the  Russians.  I  just  returned 
from  Europe  and  that  is  most  of  all  what  the  European  countries 
want  to  do  and  you  have  met  with  some  of  those  people,  Mr.  Chair^ 
man,  is  to  negotiate  agreements  and  form  a  cartel  if  you  wish  and 
it  will  actually  work. 

But  the  program  we  have  now  is  not  working  and  it  never  will 
work. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Nichols  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  GucKMAN.  Thank  you,  Mr.  Nichols.  Let  me  ask  you  all  Jim, 
particularly,  the  issue  that  I  asked  Tom  about,  the  grain  cartel, 
international  agreement  issue.  Going  back  to  the  underpinnings  of 
this  bill  which  have  to  do  with  high  price  supports  voted  on  by  vot 
untary  majority  vote  of  producers  who  are  called  on  to  vote  and 
then  we  must  have  an  international  grain  agreement  of  some  sort 
to  protect  us  against  being  flooded  with  lower  priced  soybeans  from 
Brazil  or  wheat  from  Europe  or  wherever. 

In  your  travels  do  you  see  any  reasonable  probability  that  the 
rest  of  the  world  would,  in  fact,  engage  in  kind  of  an  agreement 
and  would  the  agreement  be  beneficial  to  the  United  States?  Many 
of  our  foreign  competitors  want  to  lock  us  in  at  current  levels  be- 
cause they  think  that  would  be  advantageous  to  them  and  I 
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times  wonder  well  maybe  imder  those  circumstances  that  agree- 
ment would  be  worse  than  no  agreement  at  all. 

I  just  thought  that  you  might  want  to  comment  on  that. 

Mr.  HiGHTOWER.  I  think  that  the  negotiating  process,  we  need 
not  be  naive  about  the  toughness  about  our  exporting  competitors 
yet  there  is  definitely  more  than  a  willingness,  a  very  strong  desire 
on  the  part  of  the  European  C!ommunity,  Canada  and  other  msgor 
expK)rting  wheat  and  feed  grain  nations  to  sit  down  with  us  and  ne- 
gotiate just  exactly  what  we  are  talking  about  in  the  Harkin-Gep- 
hardt  bill  because  after  all,  they  are  having  to  do  the  same  thing 
we  are  which  is  to  subsidize  their  farmers  at  a  politically  untenable 
cost  to  their  taxpayers  and  as  Senator  Harkin  indicated,  we  are  the 
major  supplier  out  there  in  the  world. 

We  have  to  take  the  leadership.  They  cannot.  I  don't  think  there 
is  any  doubt  but  what  they  will  come  to  the  table.  Once  we  are  at 
the  table,  we  still  have  our  work  cut  out  for  us. 

Mr.  GucKMAN.  You  know  it  is  interesting  for  the  first  time  since 
I  have  been  in  Congress,  I  have  been  visited  by  the  Australians  and 
the  Canadians  and  the  Europeans  who  are  interested  in  talking 
about  grain. 

I  have  not  seen  that  occur  before.  Now  some  would  argue  in  the 
administration  that  says,  ''Well,  it  shows  you  our  program  is  work- 
ing." We  have  engaged  in  very  predatory  pricing  policies  and  now 
they  are  coming  to  the  table  but  whatever  the  rationale  is  which 
causes  them  to  want  to  do  this,  they  apparently  do  want  to  talk 
and  I  would  like  to  at  some  point  and  not  relying  on  the  adminis- 
tration to  do  this  because  I  don't  trust  them,  I  would  like  to  see  if 
we  can't  meet  as  l^islators  with  those  folks  overseas  and  talk 
about  whether  they,  in  fact,  would  relish  the  idea  of  this  kind  of  an 
agreement. 

I  think  we  ought  to  know  that  in  advance  of  passing  a  bill.  We 
ought  to  know  whether  there  is,  in  fact,  bona  fide  interest  in  an 
international  grain  agreement  and  imder  what  terms  and  condi- 
tions generally.  I  don't  want  to  negotiate  the  agreement. 

Mr.  HiGHTOWER.  I  would  make  two  points.  One,  the  FAPRI 
report  shows  that  even  without  an  international  cartel  that  we  still 
in  the  United  States  would  gain  positively  in  terms  of  our  agricul- 
tural exports  over  what  we  are  now  doing. 

Second,  I  think  you  are  absolutely  right  and  I  have  spoken  to 
members,  for  example,  of  the  European  Parliament  as  well  as  Agri- 
culture Ministers  from  various  countries  that  are  members  there 
and  there  is  that  willingness  and  what  you  propose  makes  a  lot  of 
sense. 

Mr.  GucKMAN.  In  fact,  the  subcommittee  is  going  to  go  to 
Canada  on  April  27  to  talk  to  the  Canadian  Wheat  Board  and  their 
parliamentarians  about  some  of  these  subjects  and  I  think  we 
ought  to  pursue  that  during  the  next  60  to  90  days  to  engage  in 
some  serious  discussions  with  parliamentarians  and  government  of- 
ficials around  the  country  to  see  how  serious  they  are  because  that 
is  a  kind  of  foundational  principle  behind  your  bill  is  that  kind  of 
international  agreement. 

Mr.  HiGHTOWER.  Yes. 
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Mr.  GucKMAN.  Otherwise,  the  bill  doesn't  work  very  welL  It 
would  require  either  very  aggressive  export  PIK  program  or  per 
haps  very  significant  quotas  to  protect  us  against  cheap  imports. 

Mr.  HiGHTOWER.  I  want  to  add  one  other  thing  and  that  is,  an- 
other thing  we  need  to  do  no  matter  what,  is  very  aggressive 
export  market  development.  Our  Government  doesn't  do  much  of 
that.  Our  idea  of  an  export  program  is  to  hope  the  Russian  wheat 
crop  fails.  It  seems — and  then  move  in. 

There  is  a  great  deal  of  potential  out  there  that  we  now  don't 
reach.  We  are  doing  that  from  a  State  level  and  I  know  some  ottier 
States  are  beginning  to  do  that  same  thing,  find  markets.  There 
are  often  21,000  metric  ton  sorghiun  sailed  in  Mexico  or  a  little  bit 
into  Egypt. 

There  is  stuff  out  there  that  you  can  go  find  and  deal  with.  It  is 
not  going  to  make  big  newspaper  headlines  but  it  is  real  cash 
money  coming  into  our  agricultural  economy.  So  I  would  just  offer 
for  the  consideration  of  this  committee  and  its  other  duties  to 
review  that  export  market  development  program  and  to  look  at  it 
particularly  in  terms  of  farmer  cooperatives  being  able  to  capture 
some  of  that. 

Mr.  GucKMAN.  We  will  talk  about  that  a  bit  at  the  trade  hearing 
which  is  going  on  simultaneously  and  I  think  there  are  going  to  be 
amendments  offered  tomorrow  afternoon  when  we  te&e  up  the 
trade  bill  to  deal  with  some  of  those  issues. 

Let  me  ask  you  another  question,  ask  both  of  you  this  question.  I 
want  again  to  talk  a  little  bit  about  this  FAPRI  report  and  this 
issue  that  I  talked  about  because  I  think  it  is  important  as  we  deal 
with  our  consumer  friends  on  these  issues  and  many  of  those  you 
know  quite  well  about  the  fact  are  the  cost  savings  of  the  bill  more 
than  offset  in  consumer  food  expenditures. 

That  FAPRI  report  says  by  1995,  the  losses  to  consumers  in 
terms  of  food  expenditures  are  more  than  $25  billion  greater  than 
the  farm  income  gains  in  cost  savings. 

I,  like  Mr.  Stangeland,  believe  that  American  consiuners  are  get- 
ting a  real  bargain,  but  I  can  say  that  until  I  am  blue  in  tlie  race 
and  if  I  represent  the  innercity  of  Boston  or  New  York  C3ity,  their 
will  say,  "OK,  that  is  fine,  but  my  folks  are  hurting  and  I  can  t 
afford  to  give  you  that  luxury  right  now." 

So  I  have  to  be  in  the  position  to  tell  them  that  either  their  food 
costs  are  going  to  be  fairly  minuscule  and  insignificant  or  else  tell 
them  that  there  are  some  gains  there  that  are  really  going  to  l^p 
them. 

Mr.  HiGHTOWER.  There  is  both.  One  the  first  cost  increases  are 
minimal.  What  is  not  being  read  into  that  FAPRI  analysis  is  that 
those  food  prices  are  going  up  anyway.  The  increase  added  hf 
Harkin-Gephardt  is  a  very  small  percent  of  that.  Food  prices  are 
going  to  increase. 

But  also  what  it  doesn't  say,  and  the  FAPRI  report  does  have 
this  in  another  chart,  is  that  the  food  expenditures  as  a  percent  of 
disposable  income  by  consumers,  which  is  now  at  al>out  15  percent, 
will  continue  downward  even  with  the  Harkin-Gephardt  bill. 

In  fact,  bv  1995  we  expect  to  be  at  9  percent  according  to  the 
FAPRI  anai3rsis.  So  inflation  is  going  to  increase  anyway.  It  has 
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been  after  all  for  the  last  6  years.  We  do  have  food  price  inflation 
even  though  commodity  prices  are  down. 

So,  one,  there  is  going  to  be  a  very  minimal  increase.  I  believe  it 
is  a  percent  and  a  half  roughly  per  year  until  1995,  which  is  not 
only  sustainable  but  basically  what  we  are  getting  anyway;  and 
then  secondly,  consumers  do  get  a  benefit  which  is  they  get  the 
competitive  independent  structure  of  their  production  agriculture 
out  there  from  which  we  benefit  in  terms  of  efficiency,  in  terms  of 
good  stewardship  of  the  land,  in  terms  of  the  quality  of  what  is  pro- 
duced out  there. 

There  are  very  tangible  benefits  to  consmners.  It  is  a  job  we  have 
to  do.  I  am  involved  in  that  as  you  are  going  to  be  involved  in  that 
and  going  to  those  consumer  organizations,  we  have  been  doing 
that,  meeting  with  consumer  groups,  with  AFL-C30,  labor  organi- 
zations, et  cetera,  to  carry  this  message. 

We  do  hope  to  have,  and  I  think  expect  to  have  consumer  sup- 
port. 

Mr.  GucKMAN.  I  would  say  that  your  appearance  on  Sixty  Min- 
utes probably  did  more  benefit  to  trying  to  create  some  of  that  good 
will  than  anything  I  have  seen  to  date  and  it  is  because  of  your  low 
key  manner,  I  am  sure,  that  you  did  that.  [Laughter.] 

Mr.  HiGHTOWER.  Yes,  I  try  to  be  factual. 

Mr.  GucKMAN.  I  think  that  was  a  significant  thing  to  do.  It  is 
interesting,  we  have  a  global  economy  and  I  make  the  point  over 
and  over  again,  as  no  longer  can  a  U.S.  farm  bill,  I  disagree  a  little 
bit  with  Tom  in  that  we  are  in  one  big  world  now  and  we  no  longer 
dominate  the  world  like  we  used  to  and  the  trends  are  against  us 
and  so  on. 

While  I  think  we  need  to  be  tough  competitors,  I  think  we  need 
to  be  more  cooperative  than  we  have  been  as  well  and  the  idea  of 
trying  to  get  some  advance  notice  or  word  from  some  of  the  major 
grain  folks  early  about  how  they  look  at  this  subject  is  one  that  is 
important. 

Let  me  mention  one  final  thing.  This  is  more  of  a  technical 
thing.  The  more  I  am  in  this  business,  the  more  I  realize  how  every 
farmer  in  this  country  is  interrelated  with  each  other.  You  can't  do 
something  in  wheat  without  affecting  com.  You  can't  do  something 
in  com  without  affecting  soybeans.  You  can't  do  something  in  soy- 
beans without  affecting  rice  and  cotton. 

The  one  thing  about  these  referenda  is  that  they  are  fairly  crop 
specific  except,  I  think,  wheat  and  feed  grains  are  together.  I  worry 
that  if  we  have  a  wheat  and  feed  brains  referendum  that  is  up,  a 
soybean  referendum  that  is  down,  a  cotton  referendum  that  is 
down,  a  rice  referendmn  that  is  up,  that  you  have  a  hodge-podge 
develop  in  American  agriculture  that  may  be  extraordinanly  diffi- 
cult to  administer  and  may  cause  a  lot  of  sensitive  decisions  to  be 
made  which  are  not  necessarily  healthy  for  American  agriculture. 

That  is,  it  all  fits  in  one  big  synergistic  package  and  I  don't  want 
to  necessarily  destroy  that. 

One  of  the  things  that  has  happened  recently  is  that  some  of  the 
soybean  people  have  come  to  me  and  they  are  very  concerned 
about  the  enormous  amount  of  soybeans  that  are  going  into  produc- 
tion in  Brazil  and  how  com  farmers  in  this  country  are  switching 
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to  soybeans  and  how  the  crops  interrelate  and  we  didn't  plan  for 
that  very  well  in  the  1985  farm  bill. 

Whatever  we  do  in  any  new  package  whether  it  is  this  one  or 
any  other,  we  have  to  recognize  that  they  are  all  interrelated  and 
if  you  have  producers  in  one  part  of  the  country  ^ing  up  and  in 
other  going  down,  what  you  end  up  finding  is  that  in  the  area  that 
went  down,  they  start  producing  crops  that  were  in  the  countiy 
that  they  went  up  on. 

Mr.  HiGHTOWER.  I  agree  with  that  concern.  I  would  make  a 
couple  of  points.  One,  we  have  a  hodge-podge  now.  It  is  a  hodge- 
podge out  there.  We  have  a  good  program  as  Jim  Nichols  indicated 
in  peanuts.  They  are  doing  very  good  because  they  have  a  good  pro- 
gram. 

But  the  second  point  I  would  make  is  that  the  Harkin-Gephardt 
bill  has  a  cross  of  compliance  provision  in  the  thing  so  you  can't 
just  jump  from  one  to  the  other  willy-nilly.  Third,  I  would  say  that 
it  is  a  legitimate  concern. 

Mr.  GucKMAN.  It  is  a  legitimate  concern  in  any  farm  bill  we 
pass. 

Mr.  HiGHTOWER.  Right  and  we  are  happy  to  work  with  you  to 
make  sure  that  our  provision  at  least,  our  bill,  has  it  in  it. 

Mr.  GucKMAN.  Thank  you.  Mr.  Nagle,  do  you  have  any  ques- 
tions? 

Mr.  Nagle.  Thank  you.  Mr.  Hightower,  I  am  of  course  very,  very 
familiar  with  the  program  which  you  advocate  and  I  would  say 
even  though  I  haven't  endorsed  it,  it  is  certainly  an  adequate  alte^ 
native  and  is  particularly  valuable  because  it  looks  to  agriculture 
family  in  new  directions  and  for  that  I  congratulate  you  as  I  fre- 
quently have  Senator  Harkin  from  my  home  State  ana  I  think  you 
have  done  agriculture  a  great  service. 

I  would  like  to  take  your  thoughts  as  the  commissioner  of  the 
Texas  Department  of  Agriculture  in  a  little  different  direction  this 
morning  if  I  might.  I  have  done  a  considerable  amount  of  work  re- 
cently with  the  whole  question  of  farm  credit  and  I  believe  it  is  the 
current  projections  by  Mr.  Billington  are  that  we  will  lose  another 
79,000  farmers  this  year  from  the  Farm  Credit  System  alone.  In  ad- 
dition, we  will  lose  more  from  banks  and  we  will  lose  more  from 
FmHA. 

Farm  credit  itself  is  going  to  come  in  very  shortly  I  believe  and 
ask  for  some  Federal  assistance  and  while  I  know  you  didn't  come 
to  testify  about  that  this  morning,  I  want  to  take  advantage  of  your 
expertise  in  the  area  by  asking  if  you  have  any  thoughts  to  share 
with  us  on  the  farm  credit  system  in  terms  of  reformations  in  that 
direction  and  I  am  blind-sighting  you,  tell  me  so.  I  have  never 
known  you  to  be  shy  about  expressing  opinions. 

Mr.  HiGHTOWER.  Kight.  I  have  no  real  specifics  to  present  to  yoa 
this  morning  but  obviously  the  farm  credit  system  cannot  be  al- 
lowed to  collapse  and  there  are  healthy  ones  and  some  less  healthy 
and  we  have  agreed  in  Texas  to  be  a  part  of  the  sharing  in  terms  of 
doing  what  we  can  within  the  farm  community  itself  to  strengthen 
that  system. 

I  guess  I  would  say  just  generally  my  philosophical  viewpoint  <m 
farm  credit  is  that  there  is  no  credit  program  without  a  price  pro- 
gram because  you  are  just  going  to  continue  to  dump  money  into 
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farms  that  are  not  going  to  be  able  to  get  a  price  and  show  a  cash 
flow.  I 

So  unless  we  do  something  along  the  lines  of  either  Harkin-Gep- 
hardt  or  what  Mr.  Penny  and  Mr.  Dorgan  are  proposing,  some  sort 
of  a  proposal  that  allows  farmers  to  get  a  fair  price,  they  are  not 
going  to  be  able  to  pay  off  any  credit  and  take  care  of  their  own 
farmer  owned  credit  system  at  all.  It  doesn't  matter  what  they  do. 

Mr.  Miller.  Mr.  Chairman,  if  I  may  add  to  that,  in  Harkin-Gep- 
hardt  in  some  of  the  examples  that  are  contained  in  our  written 
testimony,  basically  expand  on  what  Commissioner  Hightower  has 
S£dd.  If  a  farmer  gets  the  kind  of  price  that  is  envisioned  for  his 
wheat  or  feed  grain  under  Harkin-Gephardt  in  a  fairly  tsrpical  ex- 
ample, his  debt/asset  ratio  drops  from  28  percent  to  8  percent. 

So  basically  price  is  fundamental  to  getting  debt/asset  ratios 
down  and  decreasing  the  need  for  farm  credit. 

Mr.  Nagle.  Well,  I  think  there  is  some  proposals  within  your  bill 
about  restructuring  and  what  I  am  concernea  about  is  that  over  50 
percent  of  our  farmers  today  have  a  debt/asset  ratio  in  excess  of  40 
percent  and  I  am  curious  to  know,  one,  it  seems  to  me  that  if  we 
simply  start  putting  price  in  now  there  is  still  a  vast  number  of 
family  farmers  who  are  not  going  to  be  helped. 

Mr.  Hightower.  Absolutely.  There  are  a  substantial  number  of 
farmers  out  there  right  now  who  are  dead  and  don't  know  it  yet. 
There  is  nothing  that  this  Congress  is  going  to  do  quickly  enough 
to  save  them. 

Mr.  Nagle.  You  see,  I  accept  that  but  I  am  reluctant — the  stud- 
ies that  I  have  looked  at  would  indicate  that,  in  fact,  the  farmers 
who  are  in  what  we  would  regard  as  solvent  is  about  50  percent 
and  the  farmers  who  are  in  jeopardy  is  about  50  percent  but  every 
year  that  number  stays  the  same  even  though  we  have  fewer  farm- 
ers and  it  seems  to  me  just  ateolutely  critical  that  your  organiza- 
tion join  in  the  push  ana  try  to  get  as  many  of  that  50  percent  who 
are  in  jeopardy  back  on  the  other  side  of  the  lodger. 

Mr.  Hightower.  Absolutely. 

Mr.  Nagle.  I  would  solicit  and  I  know  I  am  blind  to  a  certain 
extent,  as  I  said  I  know  I  am  blind-sighting  you,  I  would  solicit 
your  organization's  comments  and  observations  about  the  farm 
credit  system  itself  when  they  come  walking  in  here  and  request 
assistance. 

Mr.  Hightower.  We  will  definitely  provide  that.  In  fact,  we  have 
a  farm  credit  task  force  in  Texas  and  that  includes  not  only  the 
economists  in  our  department  but  also  the  State  treasurer's  office 
and  the  farm  credit  organizations  and  the  regulatory  agencies  of 
those  credit  agencies  in  the  State  of  Texas  and  we  would  be  happy 
to  respond  to  your  interest. 

Mr.  Nagle.  Thank  you.  If  I  could  have  the  chairman's  indul- 
gence, I  looked  at  some  statistics  that  were  prepared  by  Iowa  State 
University  recently  and  I  want  to  take  you  back  now  to  the  current 
farm  program. 

It  seems  to  me  that  the  $3.03  target  price  on  com  which  I,  of 
course,  am  most  familiar  with  because  that  pertains  to  my  State  is 
in  essence  really  offering  just  a  blip  in  the  farm  income  picture  be- 
cause that  program,  of  course,  goes  down  as  you  move  on  through 
the  program  up  to  1999. 
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I  think  the  current  administration  projection  for  target  price  effi- 
ciency on  com  is  $2.21  with  the  27  percent  cut. 

Do  you  agree  that  we  are  in  dcuiger  in  the  1986  and  1987  crop 
years  of  talung  what  may  be  the  highwater  mark  of  the  1985  Farm 
Act  and  saying,  "That's  it,  we  are  OK"  and  getting  lulled  into  a 
sense  of  complacency  that  the  underlying  problem  isn't  still  there. 

Mr.  HiGHTOWER.  Absolutely. 

Mr.  Nagle.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  GucKMAN.  Thank  you,  Mr.  Nagle.  I  want  to  thank  you  all 
for  testifying  today  and  hope  that  you  will  continue  to  help  us  and 
also  again  I  want  to  pursue  this  idea  of  talking  to  parliamentarians 
around  the  world  and  we  can  help  to  arrange  that  but  I  know  you 
all  have  some  experience  in  talking  with  these  people  as  well. 

Mr.  HiGHTOWER.  We  will  work  with  you  on  that. 

Mr.  GucKMAN.  Thank  you.  Next  we  have  a  panel  of  four  per 
sons,  David  Senter,  national  director,  American  Agriculture  Move- 
ment; Mr.  Ed  Tvrdy,  director.  National  Farmers  Organization,  Su^ 
prise,  Nebraska;  Mr.  Willis  Eken,  president,  Minnesota  Farmon 
Union,  St.  Paul,  Minnesota  and  Ms.  Helen  Waller,  National  Save 
the  Family  Farm  Coalition,  Circle,  Montana. 

We  are  delighted  to  have  you  all  here  and  why  don't  we  go  ahead 
and  take  you  as  you  are  listed,  Senter,  Tvrdy,  Eken  and  Waller. 
We  will  take  vou  all  and  then  we  will  ask  questions.  Your  entire 
statements  will  appear  in  the  record,  if  you  summarize.  You  may 
want  to  do  that  in  order  to  give  more  time  for  questions  and  we 
will  start  with  Mr.  Senter. 

STATEMENT  OF  DAVID  SENTER,  NATIONAL  DIRECTOR, 
AMERICAN  AGRICULTURE  MOVEMENT,  INC 

Mr.  Senter.  Thank  vou,  Mr.  Chairman.  The  American  Agricul- 
ture Movement  is  glad  to  appear  before  this  committee  a^ain  in 
support  of  the  Harkin-Gephardt  supply  management  legislation. 

I  might  say  that  we  are  appearing  again  several  times  this  year 
and  yearly  since  1978  as  AAM  has  been  in  Washington,  DC,  advo- 
cating a  supply-management  loan  rate  based  program. 

The  opposition  to  higher  farm  prices  is  a  weU  orchestrated  and 
well  financed  operation  as  everyone  is  aware  by  now.  We  have 
never  witnessed  such  misinformation  and  distortion  of  the  truth  as 
is  being  distributed  as  facts  by  USDA  and  the  grain  trade. 

Each  of  you  on  this  committee  knows  that  farmers  are  ready  to 
accept  a  strict  supply  management  program.  The  results  of  the 
wheat  poll  show  a  clear  mcgority  in  favor  of  mandatory  programa 

If  farmers  had  the  right  to  vote,  the  referendiun  would  pass  and 
it  would  be  clear  to  everyone  who  actually  represents  producerB. 
This  is  the  mcgor  reason  that  some  commomty  groups  and  farm  o^ 
ganizations  are  trying  to  defeat  this  proposal  in  Congress,  knowing 
full  well  if  farmers  had  the  right  to  vote  they  would  pass  it. 

As  the  opposition  is  trying  to  convince  Congress  that  the  majori- 
ty of  farmers  do  not  want  this  program,  if  they  really  bdievetnat, 
they  would  not  mind  the  le^lation  being  pa^ed  because  it  would 
fail  and  would  not  go  into  effect. 

AAM  is  not  advocatinff  dismantling  the  1985  farm  bill.  Certain 
titles  that  have  already  been  mentioned,  tobacco  and  peanuts  and 
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others  are  working  very  well.  What  we  want  to  do  is  merely  add 
another  option  for  producers  where  they  could  choose  between  the 
current  program  or  a  mandatory  supply  management. 

Chairman  Glickman  has  said  of  the  0/92  that  has  been  discussed 
in  this  conmiittee  that  this  is  merely  adding  another  option  for  pro- 
ducers. That  is  how  we  view  the  I&rkin-Gephardt  bill,  as  just  an- 
other option. 

This  subcommittee,  during  consideration  of  the  1985  farm  bill, 
marked  up  similar  l^islation  and  sent  it  to  the  full  committee. 
The  full  conmiittee  modified  language  and  included  it  in  the  farm 
bill  sent  to  the  House  floor. 

We  now  ask  this  same  subcommittee  to  again  be  the  leader  and 
move  this  l^islation  out  to  the  full  committee.  All  too  much  time 
is  spent  on  fine  print  and  what  might  happen  and  we  hear  very 
little  talk  about  this  committee  about  net  farm  income.  Let's  start 
talking  about  net  farm  income  and  let's  talk  about  rural  America. 

Everyone  should  be  aware,  and  Mr.  Nagle  you  just  made  the 
point  a  few  minutes  ago,  that  this  1985  farm  biU  is  the  best  that  it 
will  ever  be  this  year.  Target  prices  will  ratchet  down  yearly  for 
the  life  of  this  bill.  The  loan  rates  are  going  to  continue  to  fall. 
What  will  be  the  result  of  even  a  10-percent  cut  in  target  prices? 

It  is  going  to  be  devastating.  You  know  it  and  we  know  it  as  pro- 
ducers. We  view  a  vote  against  the  Harkin-Gephardt  bill  as  voting 
in  favor  of  cuts  in  target  prices.  This  is  the  only  option  that  will 
raise  net  farm  income  that  has  been  offered  to  this  committee. 

We  do  not  accept  a  do  nothing  attitude.  It  is  just  like  changing 
spark  plugs  in  a  vehicle  that  is  out  of  gas.  It  is  not  going  to  help 
you  get  down  the  road  be  it  the  farm  credit  system,  be  it  hank  fail- 
ures, be  it  problems  in  rural  America. 

Until  net  farm  income  is  addressed,  none  of  these  other  problems 
are  going  to  be  solved. 

AAM  is  currently  preparing  a  list  of  hundreds  of  meetings  held 
nationwide  where  producers  were  polled  on  farm  programs.  This 
list  is  being  prepared  by  request  for  several  members  of  the  House 
Agriculture  Committee. 

Overwhelmingly,  the  producing  farmers  support  higher  loan 
rates  and  a  mandiatory  program.  The  producers  that  attended  these 
meetings  are  the  same  ones  that  voted  in  support  of  the  wheat  poll. 
These,  however,  were  not  the  individuals,  not  the  paid  lobbyists  for 
the  grain  trade  with  unlimited  budgets  hired  to  defeat  any  legisla- 
tion that  will  raise  farm  prices. 

To  do  nothing  is  to  sign  the  death  warrant  for  thouscmds  more  of 
additional  famSy  farms.  Our  opposition  has  power,  money  and  po- 
litical clout  whUe  producers  generate  jobs  and  the  economic  base 
for  the  Nation. 

We  ask  you  which  is  more  important.  We  are  not  going  to  go 
home  or  away,  we  will  be  here  looking  this  committee  arid  Mem- 
bers of  Congress  in  the  eyes  until  you  get  it  right  as  Senator 
Harkin  put  it. 

Thank  you. 

[The  prepared  statement  of  Mr.  Senter  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  GucKMAN.  Thank  you. 
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STATEMENT  OF  WILLIS  EKEN,  MEMBER,  EXECUnVE 
COMMITTEE,  NATIONAL  FARMERS  UNION 

Mr.  Eken.  Mr.  Chairman,  I  am  Willis  Eken  and  am  a  life-lmg 
farmer  from  the  Red  River  Vallev  of  Minnesota  and  I  do  have  a 
first-hand  knowledge  of  what  is  happening  to  agriculture  in  my 
area  of  the  State. 

I  am  also  a  member  of  the  executive  conmiittee  of  the  Naticmal 
Farmers  Union  and  am  appearing  here  to  transmit  the  recommen- 
dations made  by  our  85th  annual  convention  earlier  this  month 
particularly  in  reference  to  the  supply  management  approach  to 
improving  farm  prices  and  income. 

Having  been  a  State  l^islator  in  Minnesota  and  the  house  ma- 
jority leader  and  a  committee  chairman,  I  appreciate  that  time  is 
alwa3rs  at  a  premimn  and  therefore  I  will  siunmarize  my  longer 
statement  and  the  several  attachments. 

However,  this  is  an  important  meeting  and  I  commend  you  for  it, 
Mr.  Chairman,  but  I  must  take  the  time  to  make  several  nuuor 
points  and  to  direct  your  attention  to  some  of  the  elements  of  this 
overall  statement.  At  least  I  need  to  convey  the  sense  of  urgency 
which  prevails  in  the  countryside. 

First  of  all  let  me  clear  that  we  consider  the  Food  Security  Act  of 
1985  a  complete  and  irretrievable  disaster.  Our  delegates  at  the 
recent  convention  in  Fort  Wortli  called  it  the  ''most  expensive,  the 
most  complicated,  and  the  least  effective  farm  law  in  modem  agri- 
cultural history." 

No  amoimt  of  tinkering  or  applying  of  Band-Aids  will  make  it  a 
decent  program.  Our  national  president,  Sy  Carpenter  has  said 
that  the  1985  Farm  Act  does  not  need  more  time  to'  work,  it  is 
working,  it  is  killing  off  the  family  farm  system. 

What  indeed  is  needed  is  a  total  redirection  and  it  must  not  be 
put  off.  The  choice  is  action  now  or  bemkruptcy  later. 

You  have  been  examining  the  several  options  in  this  series  of 
hearings  and  in  our  view  there  are  only  two  bills  which  will  dkect- 
ly  or  substantially  raise  farm  prices  and  income  and  help  save  the 
hundreds  of  thouscmds  of  farm  operations  now  on  the  verge  of  fiedl- 
ure.  They  are  the  Harkin-Gephardt  supply  management  propooBi 
and  the  Dorgan-Penny  targeted  payment  approach. 

The  other  proposcus  all  will  depress  farm  prices  even  further, 
will  lose  export  market  shares  and  earning,  increase  surpluses  and 
continue  the  destruction  of  rural  communities.  Farm  prices  and 
income  will  go  down  year  by  year  until  the  1985  farm  bill  is 
changed. 

Farm  prices  and  income  will  go  down  even  faster  if  the  adminis- 
tration is  allowed  to  cut  target  prices  and  loan  rates  by  10  percent 
per  year.  The  decoupling  on  the  0/92  proposal  are  not  farm  pro- 
grams. They  are  welfare  schemes  to  decouple  farmers  from  fiBurm- 
ing.  They  are  a  sunset  provision  for  farm  programs  within  the  neit 
5  years. 

Marketing  loans  are  a  price  depressing  mechanism  which  dumps 
onto  the  market  all  the  stocks  which  acreage  diversions  were  de- 
signed to  trip. 

These  are  tragically  misguided  proposcds  and  they  are  an  afifront 
to  the  hard-working  farm  families  of  the  Nation  who  are  tremen- 
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dously  skilled  and  productive  and  are  in  difficulty  through  no  fault 
of  their  own. 

If  you  are  looking  for  the  least  costly  farm  program,  the  bimest 
Treasury  savings  are  available  in  the  Harkin-Gephardt  bill.  You 
will  have  saved  $5  billion  in  the  first  year,  $10  billion  a  year  after 
that  under  this  proposal. 

If  you  want  to  see  net  farm  income  improve,  you  can  get  $20  to 
$40  billion  more  a  year  under  Harkin-Gephardt  depending  on  the 
price  support  levels  which  prevail.  If  you  are  anxious  to  improve 
the  profitability  of  exports,  you  will  do  better  under  this  proposal 
than  under  the  existing  programs. 

You  have  to  remember  that  volmne  is  meaningless  without  a 

J>rice.  Price  cutting  has  done  little  for  export  voliune  and  nothing 
or  farm  profitabuitv  in  6  years.  Under  Harkin-Gephardt,  farm 
export  earnings  will  double  those  attainable  under  the  current 
combination  of  this  present  Farm  Act. 

There  is  little  chance  we  can  increase  export  volume  in  the  next 
5  years  but  we  could  increase  export  eamir^  through  Harkin-Gep- 
hardt and  through  negotiations  to  put  a  floor  under  world  prices. 

If  you  are  interested  in  seeing  a  revival  along  Main  Street  and 
among  the  fertilizer  dealers  and  the  farm  machinery  folks,  the  way 
to  achieve  that  is  through  the  $20  to  $40  billion  transfusion  rural 
America  will  get  through  the  Harkin-Gephardt  plan. 

If  you  are  interested  in  job  opportunities  in  rural  Americct,  a  re- 
surgent agricultural  economy  will  create  1  million  new  jobs  and 
they  are  attainable  if  you  will  take  the  Harkin-Gephardt  cmproach. 

If  you  are  interested  in  assured  abimdance  and  stable  food  sup- 
plies and  prices  consumers  can  get  through  the  stability  and  pre- 
dictability which  you  give  the  agribusiness  sector  through  the 
Harkin-Gephardt  bill. 

Supply  management  is  best  understood  as  managed  abimdance 
as  we  have  entitled  this  testimony.  Supply  management  is  not 
planned  scarcity.  It  is  an  assured  abundance  eminently  fair  to  both 
producers  and  to  the  consumers. 

You  will  see  it  in  the  Farmers  Union  policy  statement  for  1987 
that  we  have  endorsed  the  concepts  of  supply  management  pro- 
posed in  Harkin-Gephardt  and  we  and  our  Washington  staff  will 
work  with  you  for  its  improvements  as  you  mark  up  the  l^islation. 

You  will  note  that  we  have  now  declared  ourselves  in  favor  of 
targeting  farm  pro-am  benefits  to  small-  and  medium-sized  farms. 
We  are  interested  m  seeing  such  an  approach  clearly  provided  for 
Harkin-Gephardt.  This  is  a  farmers  choice  plan. 

We  are  willing  and  indeed  anxious  to  have  the  farmers  make 
some  decisions.  Who  would  benefit  under  managed  abundance,  cer- 
tainly farmers,  consumers,  rural  Main  Streets  and  communities 
and  the  taxpayers. 

Who  would  lose  by  it,  probably  no  one  but  there  is  an  antifarm 
block  made  up  of  a  few  conglomerates,  processes,  handlers  and 
speculators  who  think  they  do  better  when  farmers  are  kept  on  the 
boom  and  bust  roller  coaster.  These  interests  snipe  at  profarmer 
legislation  from  the  underground  lacking  the  honesty  to  stand  up 
and  say  they  oppose  a  fair  deal  for  farmers. 

They  ought  to  be  exposed  for  what  they  are,  enemies  of  family 
type  agriculture. 


Digitized  by 


Google 


480 

We  will  hope  that  you  will  carefully  read  our  full  statement  and 
note  the  special  endorsements  and  attachments.  Exhibit  A  provides 
the  applicable  test  of  our  National  Farmers  Union  policy.  Exhibit 
B  deeds  with  the  volatility  and  instability  in  agriculture  and  shows 
how  the  peaks  and  valle3rs  in  farm  income  can  be  leveled  oEf 
through  supply  management  to  the  benefit  of  our  total  society. 

Exhibit  C  indicates  the  linkages  of  agriculture  to  the  conmiunily 
and  the  national  economy.  Exhibit  D  is  a  primer  on  managed  abun- 
dance and  what  it  is  and  what  it  is  not.  Exhibit  E  deals  witib  de- 
population and  decline  in  our  rural  America. 

I  would  just  suggest  also  that  the  comments  this  morning  about 
an  international  grain  cartel  and  the  stabilization  effect  that  that 
would  have  in  terms  of  the  Harkin-Gephardt  bill,  I  would  just  sug- 
gest as  an  operating  farmer  in  northwest  Minnesota  imder  the  ctm- 
cepts  of  supposedly  a  free  market  structure,  I  am  subject  as  one  of 
the  93,000  farmers  in  Minnesota,  as  one  of  2.2  million  farmers  in 
the  United  States,  as  one  of  Lord  knows  how  many  million  fiBurmerB 
globally  in  the  global  economy  to  an  international  grain  cartel  of 
five  or  six  companies  that  dictate  the  market  prices.  So  we  are  a 
part  of,  I  think,  a  cartel. 

Just  in  closing,  I  would  like  to  say  that  it  is  time  for  Congress  to 
act.  We  need  your  action  now.  It  is  5  minutes  to  midnight  for  oar 
family  farm  agriculture.  We  need  your  support.  Thank  you. 

[The  prepared  statement  of  Mr.  Eken  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  GucKMAN.  Thank  you  very  much.  Mrs.  Waller. 

STATEMENT  OF  HELEN  WALLER,  PRESIDENT,  NATIONAL  SAVE 
THE  FAMILY  FARM  COALITION 

Mrs.  Waller.  Thank  you,  Mr.  Chairman  and  members  of  the 
subcommittee,  my  name  is  Helen  Waller.  My  husband  and  I  raise 
wheat,  barley  and  have  a  livestock  operation  in  eastern  Montana.  I 
am  now  president  of  the  National  Save  the  Family  Farm  Coalition 
and  this  coalition  is  made  up  of  38  member  organizations  in  28 
States  who  are  committed  to  preserving  the  family  farm  system  of 
agriculture  in  America. 

Increasing  farm  foreclosures  and  the  boarding  up  of  store  fronts 
throughout  rural  communities  speaks  clearly  of  the  need  for  new 
direction  in  farm  policy.  If  the  structure  of  the  family  farm  system 
in  America  is  to  be  preserved,  it  is  imperative  to  move  forward 
with  a  spirit  of  urgency. 

Every  week,  over  2,000  farm  families  are  pushed  off  the  land 
The  economic  and  social  tragedy  experienced  by  farm  families  is 
grossly  unjust,  and  the  problems  causing  this  ii^ustice  must  be  re- 
solved. 

Two  factors  are  key  in  addressing  the  farm  depression.  First*  a 
realistic  price  support  level,  and  secondly,  effective  supply  manage- 
ment. Each  provides  a  specific  and  separate  function  and  both  are 
necessary  in  order  for  a  farm  program  to  work. 

The  price  support  program  provides  the  only  competition  the 
grain  corporations  have  in  acquiring  our  commodities.  For  a  grain 
producer,  on  a  local  level,  it  is  useless  to  shop  for  competitive  mar- 
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kets  because  there  are  none.  Grain  handlers  get  their  price  quota- 
tions from  the  same  source. 

Therefore,  the  only  way  to  prevent  the  pricing  of  farm  commod- 
ities at  below  the  actual  cost  of  production  is  to  raise  the  price  sup- 
port levels.  This  approach,  coupled  with  effective  supply  manage- 
ment is  essential  in  addressing  the  farm  depression. 

Results  of  the  1986  wheat  poll  indicate  that  farmers  would  accept 
a  full  compliance  supply  management  program  in  conjunction  with 
higher  support  prices.  This  is  the  foundation  of  the  Fanuly  Farm 
Act  recently  introduced  by  Senator  Harkin,  Representative  Gep- 
hardt, and  others. 

A  comp£U'ative  study  of  various  proposcds  by  the  Food  and  Agri- 
cultural Policy  Research  Institute  has  projected  that  compared  to 
the  1985  Food  Security  Act  for  the  fiscal  years  1988  through  1991, 
the  Family  Farm  Act  would  increase  net  farm  income  on  average 
by  70  percent  while  reducing  annual  Government  costs  on  average 
by  $8.9  billion. 

Eistimated  export  volume  during  fisc€d  years  1987  through  1990, 
on  average,  would  decrease  by  17.4  million  metric  tons  but  would 
increase  revenue  generated  by  $10.4  billion. 

This  analysis  confirms  the  validity  of  the  parity  price-supply 
management  approach  supported  by  the  farm  movement  in  the 
countryside.  Farmers  want  the  right  to  vote  to  accept  or  reject  a 
supply  management  program. 

To  bring  supply  in  balance  with  demand  would  reduce  taxpayer 
costs  of  storing  and  handling  excess  conmiodities.  Cost  to  the  tax- 
payers in  1986  of  storing  and  handling  Commodity  Credit  Corpora- 
tion grain  was  $1.2  billion. 

Support  prices  set  at  70  percent  of  parity  with  supply  manage- 
ment would  promote  better  conservation  practices.  Farmers  would 
no  longer  have  to  plant  every  available  acre  in  order  to  make  up  in 
volume  what  had  been  lost  in  price. 

I  want  to  clarify  at  this  point  before  closing  the  question  of  the 
cost  to  the  Government  as  was  discussed  earlier.  A  point  that  I 
want  to  make  is  that  when  the  FAPRI  study  was  done,  we  need  to 
know  that  as  baseline  they  used  from  beyond  the  1991  fiscal  year 
where  the  Food  Security  Act  for  all  practical  purposes  would  end. 

They  simply  from  that  point  after  having  reduced  target  prices 
by  10  percent  simply  froze  those  prices  there  and  carried  them  on 
at  a  straight  level  so  when  we  make  these  comparisons  when  you 
get  way  out  in  the  end-years  of  that  FAPRI  study  that  carries  us 
from  1991  to  1995, 1  think  we  have  to  realize  even  though  the  ques- 
tion of  the  credibility  of  the  study  is  not  my  point,  the  study  is  a 
very  well  accepted  method  of  study,  but  I  think  we  have  to  realize 
that  the  baseline  information  that  was  used  beyond  1991  is  some- 
what unrealistic. 

In  closing,  I  would  urge  this  committee  to  support  a  program 
based  on  a  parity  formula  with  supply  mans^ement.  Higher  farm 
prices  are  necessary  to  resolve  the  economic  problems  in  rural 
America,  but  higher  prices  must  be  coupled  with  supply  manage- 
ment in  order  for  the  program  to  maintain  long-term  viability. 

Thank  you  very  much  for  the  opportunity  to  testify. 

[The  attachments  follow:] 
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Natk>nal  Save  the  Family  Farm  Coaittkxi 

BOX  4H  •  ORCLE.  MdNWNA  59215 


HEWEH  OflGA?<IZATIO«S  Of  TH£  NATIONAL  SAVE  HIE  FAHRf  FARH  CAALlTlflM 

1.  Amrlcdfi  Agriculture  Ptovenent   nc.  David  Senter 

2.  CdllfomlA  Agrarian  Action  Project  Elizabeth  Nartin 

3.  CaHfomla  Association  of  Family  f^finers  Howard  Beann 

4.  Comunlty  Fam  Alliance,  Kentucky  Alva  Robinson 

5.  Dakota  Resource  Council,  North  DAkoU  Randolph  Nodland 

6.  Dakota  ftural  Action,  South  Dakota  Gary  /Udcemn 

7.  Faiilly  ram  Hovemnt,  Ohio  Dave  Jordan 

8.  Fanlly  Farm  OrganUlng  Resource  Center  Harry  Renken 

9.  Fan  Alliance  fturaJ  Missouri  Cecil  Huff 

10.  Farm  Crisis  Cowlttee.  Nebraska  Tia  Wrage 

11.  Farmers /ft ancher 5 /Growers  of  Indiana  Nora  Eickhoff 

12.  federation  of  Southern  Cooperatives  Ralph  Paige 

13.  Idaho  Rural  Council  Walter  Mueller 

14.  nols  farflt  Al  iance  Dale  Mass 

15.  Illinois  South  Project  Susan  Oenzer 

16.  lo«a  Fam  Unity  Coalition  Dixon  Terry  . 

17.  land  Stewardship  Project  Victor  Ray 

18.  league  of  Rural  Voters,  Education  Project  Kevin  Ristau 

19.  Michigan  Fam  Unity  Coalition  Richard  Stout 

20.  Minnesota  Coact  Bill  Decker 

21.  Minnestoa  Groundswell  Janet  Bossuyt 

22.  Minnesota  League  of  Rural  Voters  Marie  LudOMese 

23.  Missouri  Rural  Crisis  Center  Roger  Allison 

24.  New  Yoric  SUte  Fani  Alliance  Toa  Uest 

25.  North  Aaerican  Fara  Alliance  Merle  Hansen 

26.  Northern  Plains  Aj^^ource  Council.  Montana  Jack  Heyneaan 

27.  Northwest  Minnesota  Coa  tlon  for  Rural  Aaerica  Vance  Ulseth 

28.  WlaNoaa  Ag-Llnk  Max  Glenn 

29.  Powder  River  Basin  Resource  Council.  Wyqping  Carl  Otto 

30.  Prairlefire.  Io**a  Dave  Ostendorf 

31.  Rural  Advanceaent  Fund  Betty  Bailey 

32.  Rural  Virginia  Rick  Cagan 

33.  Texas  Corn  Gnywers  Fred  Lundgren 

34.  United  Farmers  Organization  Benny  Bunting 

35.  Uestem  Colorado  Congress  Stuart  Krebs 

36.  Uestem  lova  Fam  Crisis  networic  Joann  Seufert 

37.  Uestem  organization  of  Resource  Councils  Helen  Ualler 

38.  Wisconsin  Fara  Unity  Alliance  Kitty  Pityer 


COALITION  PARTNERS 

1.  National  Council  of  Churches  of  Christ 

2.  The  Dakota/Minnesota/Wisconsin 
Catholic  Rural  Life  Conference 

3.  National  Anti -Hunger  Coalition 


Mary  Ellen  Lloyd 
Sr.  Mary  Tachcny 

Nathaniel  Uinship 
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OFFICERS 

President.  Ilelen  Waller 
Western  Organization  of 
Resource  Councils 

1st  Vice  Pres..  Merle  Hansen 
North  Aaerican  Fara  Alliance 

2nd  Vice  Pres..  David  Senter 
Anerlcan  Agriculture  Novenent 

Sec— Treas.,  Randolph  Nodland 
Dakota  Resource  Council 


PO  Box  414 
Circle.  MT  59215 


406-485-3324 


RR  2  402-447-2406 

NeMMn  Grove.  NE  68758 

100  Maryland  Ave.  NE  Box  69   202-544-5750 
Washington.  DC  20002 


Dunn  Center.  NO  58626 


701-548-0272 


EXECUTIVE  COmiTTEE 

Roger  Allison 

Missouri  Rural  Crisis  Center 

Howard  Beeaan.  Jr. 

California  Ass'n  of  Family  Farms 

Janet  Bossuyt 
Minnesota  Groundswell 

Benny  Bunting 

United  Farmers'  Organization 

Cecil  Muff  —  Credit  Committee 
Farm  Alliance  Rural  Missouri 

Ralph  Paige 

Federation  of  Southern  Cooperatives 

Kitty  Pilyer 

Wisconsin  Fam  Unity  Alliance 

Victor  Ray 

Land  Stewardship  Project 

Dixon  Terry  --  Price  Committee 
Iowa  Farm  Unity  Coalition 


710  Rangeline  Road         314-449-1336 
Columbia.  MO  65201 

Rt  1  Box  465  916-662-4549 

Woodland.  CA  95695 

Rt  1-147  507-532-2001 

Cottonwood.  MN  56229 

PO  Box  176  919-790-9951 

Oali  City.  NC  27857 

Rt  4  Box  113  417-683-2361 

Ava.  MO  65608 

100  EdgeMOOd  Ave.  NE  Box  69   404-524-6882 
Atlanta.  GA  30303 

510  Linton  608-637-3925 

Viroqua.  WI  54665 

212  LInwood  Court  501-666-7357 

Little  Rock.AR  72205 

RR  2  Box  168  515-743-6362 

Greenfield.  lA  50849 
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CmHC  OP  AR4ID 
Iht  Inral  Condition  Uses  It's  Ibll  cm  Toadi 

Halt  and  Joch,  agts   10  and  8,  i«re  bom  into  dw  idosl 
Aaerican  faaily.  Ham  and  dad  faitd  and  grandlpflmts 
lived  on  the  other  side  of  the  dredge  ditdi.  Life 
revolved  around  church  actlvlries,  fani  chores,  pet 
hogs  and  the  cyclical  seasons  faailiar  to  thoae  who 
love,  live  vlth  and  fani  the  land.  Then,  one  winter 
it  all  changed.  .  .  The  pet  hogs  were  liquidated 
along  with  the  other  hogs,  the  aachlnery  and  the  land. 
Soon  there  i«s  fighting  between  the  boys,  grades  drop- 
ped, sleeplessness  nights  were  a  frequent  occurrence. 
And  then,  the  fear  of  the  bus!  Hatt  refused  to  ride 
the  bus  because  he  believed  one  day  he  would  get  off 
the  bus  and  he  would  find  his  parents  being  herded 
auay  Just  the  way  the  pet  hogs  were  .  .  . 

Hatt  and  Josh  are  representative  of  the  price  rural  children  pay  as  they 
live  the  trauna  of  structured  stress  created  by  an  Anerica  unable  to  decide 
Just  «4iat  responsibility  it  has  to  rural  fanilies.  Rural  taerica  used  to  be 
a  place  of  certainty  and  rootedness.  It  used  to  be  a  place  where  people 
believed  that  if  you  work  hard  you  not  only  survive  but  prosper.  .  .  a  place 
where  problcns  are  solved  by  sweat  and  stubbornness.  Now,  children  and  their 
parents  question  the  value  of  the  protestant  ethic.  Trouble  in  rural  taerica 
can't  be  "worked  out  of  and  what  remains  is  a  lingering  sense  of  hopelessnesi, 
a  deep  gash  fron  which  the  heartland  bleeds. 

Grief 

Children  are  no  more  equipped  to  escape  the  ravages  of  grief  than  are 
adults.  When  a  fann,  business,  church  or  school  is  lost,  a  process  called 
grief  begins.  The  pattern  is  the  same  for  youngsters  as  adults,  yet  often 
children  have  fewer  supports  than  do  their  parents.  The  stages  of  shock, 
confusion,  volatile  emotions,  guilt,  loneliness  and  loss,  and  finally  recpnery 
must  be  traveled.  As  parents  and  other  caregivers  attempt  to  protect  their 
children  from  pain,  they  often  push  them  away.  Rural  parents  face  an 
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burden  of  r.heir  own  grief  work,  ihijs  finding  rhomselves  111  equipped  to 

Kiridlc  tin?  increasing  needs  of  nhcir  offspring.  In  grief  we  can  easily 

grow  away  and  grew  up  strangers.  Soraetimes,  as  with  Alice,  there  exists  a 

potentially  disastrous  outcome. 

Alice  ar  17  finds  herself  living  in  a  fanily  of 
strangers.  Dad,  a  strong  man  U5;ed  to  making 
decisions,  providing  support  for  family  and  com- 
munity members,  had  become  so  depressed  he  was 
unable  to  leave  the  house.  Mom  cried  all  the  tioie 
and  no  one  really  knew  what  would  happen  to  the 
farm.  Everything  was  slipping  away.  Maybe,  Alice 
felt,  the  family  would  have  one  less  thing  to  worry 
about  without  her.  So,  she  took  a  gun  to  the  grove, 
tried  to  pull  the  trigger,  but  lost  her  courage.  .  . 

Rural  fanilies  face  enormous,  perhaps  inhuman,  challenges.  To  lose 
your  history,  your  present,  your  future  —  for  that  is  what  the  land  repre- 
sents —  is  overvAielming,  particularly  if  you  feel  responsible  for  carrying 
the  rest  of  the  family's  grief.  Just  vihere  is  it  safe  to  share,  to  question? 
So,  for  an  8  year  old  there  may  be  the  fear  that  with  a  bankruptcy,  the  farm 
goes  as  well  as  the  family  dog  and  the  bicycle  you  got  for  Christmas.  And, 
being  a  good  child  means  you  don't  ask  mom  for  help  because  you've  begun  to 
notice  that  anytime  anyone  uses  the  word  bankruptcy.  Mom's  face  looks  twisted 
and  her  eyes  start  to  cry.  So,  the  8  year  old  holds  the  questions  and  the 
fear  inside  until  it  all  bursts  loose. 

Family  Relations 

Farm  families  function  in  a  world  where  boundaries  between  work  role 
and  family  are  unclear.  Many  of  the  family  relationships  are  based  on  the 
tasks  we  do  for  the  farm  operation.  Oiildren  in  the  past  have  seen  themselves 
as  assets.  Dad  and  mom  needed  you  to  do  the  chores,  to  help  at  harvest. 
Thf>ugh  the  farm  work  wasn't  always  embraced  with  passion,  you  knew  in  the 
family  that  you  were  needed.  Your  role  as  contributor  to  the  family  opera- 
tion may  have  been  simulatneously  a  source  of  frustration  and  esteem.  Role 
is  determined  by  function.  Wliat  then  happens  when  functions  are  removed  in  a 
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faadly  because  part  or  all  of  the  operation  has  been  liquidated?  Often  tiaes 

children  can  feel  aa  deficits  or  liabilities.  Their  function  value,  i4ien  lost, 

can  be  translated  to  person  value  being  lost.  Uhen  aoa  aaya  '\m  had  11  years 

and  now  we  have  nothing",  young  interpret  that  stateaent  as  'I'a  north  nothiqgf*. 

TWlve  year  old  Jared  and  his  acai  and  dad  had  alaiys 
worked  close  together  on  the  f ara  far  back  as  Jared 
could  reaanber.  'Tamily  fara  had  a  special  aeaning!' 
because  he  knew  one  day  he  would  take  over  for  his 
dad  on  his  grandfather's  land.  Fail ly/f ara  and 
hcae/land  were  part  of  the  everyday  vocabulary.  So. 
when  the  fara  was  in  jeopardy,  finances  were  nonexistent 
and  the  electricity  was  turned  off,  it  was  Jared  ito 
cashed  in  his  savings  bonds  to  help.  When  his  parents 
refused  his  help,  he  lashed  out,  "I'a  a  part  of  this 
fanily.  Uhy  won't  you  let  ae  help?  I'll  get  a  Job  and 
buy  the  aachinery  back  so  we  can  work  together  always." 

Phrases  like  "Dad  doesn't  have  tiae  for  ae  since  he  got  a  Job  in  town  and 
we  can't  work  together"  pop  up  when  youth  are  asked  what  it's  like  since  you 
lost  the  fara  or  since  dad  got  a  job  in  town  and  you  have  to  do  the  hog  chores 
by  yourself.  The  loss  of  role  on  the  farm  often  aeans  relationship  loss. 
Adapting  to  losses  requires  enoraous  energy  at  a  tiae  when  energy  is  used  up. 

Uncartainty 

Much  of  the  strength  %rithin  rural  Aaerica  coaes  froa  a  sense  of  rootad- 
ness  and  continuity   until  the  "Rural  Crisis"  people  anticipated  slow  growth 
or  slow  declines.  Many  rural  residents  have  lived  in  only  two  or  three  hoaes 
their  entire  lives.  Change  has  a  different  meaning  to  soaeone  who  has  always 
lived  in  a  given  area  than  to  the  average  American  i4x>  aoves  17  tiaes  in  their 
lives. 

Over  the  past  50  years  our  nation  has  lost  between  1  snd  1%  percent  of 

its  fann  population.  Such  losses,  though  perhaps  tragic  for  those  who  have 

not  wished  to  leave  the  land,  have  not  had  the  serious  negstive  iapact  on  the 

stability  of  the  conniunity  and  sf^te  that  this  agricultural  transition  has 

had.  Presently,  rural  areas  are  structurally  at  risk.  Changs  is  part  of 

life,  yet  rapid  change  over  extended  periods  of  time  impacts  the  survivability 

of  any  system  or  organism. 
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Carl,  age  14,  like  many  other  farm  youth,  decided 
early  v^iat  he  would  do  with  the  rest  of  his  life  — 
he  would  farm  his  grandfather's  land.  Carl  described 
how  he  felt  wehn  tho  machinery  was  taken  away.  "You 
feel  cheated,  stolen  from  when  things  you've  vrorked 
hard  for  are  all  taken  away,  when  someone  comes  on 
your  property  and  decides  about  how  you  will  spend 
the  rest  of  your  life.  It  will  be  hard  to  leave  all 
you  know,  your  friends,  your  homeland." 

To  rural  families,  the  land  isn't  certain,  the  future  isn't  certain 
and  all  you  know  is  that  things  are  slipping  away.  Ruth,  at  13,  worries 
about  her  dad  who  works  16  hours  a  day  and  has  a  bad  back  and  feels  bad 
because,  as  she  says,  "he  knows  I  know  he  can't  take  care  of  us".  For 
rural  families  there  is  a  desperate  need  to  grab  onto  what  remains,  to  sort 
out  vfhat  values  still  work,  to  hang  together  though  grief  pulls  them  apart. 

The  Challenge 

Churches,  schools,  mental  health  centers  face  the  enormous  challenge  of 
attempting  to  find  ways  to  reduce  the  incidence  of  disorders  that  could  occur 
as  the  present  economic  crisis  deepens. 

At  best,  these  efforts  keep  "the  monster  at  bay"!  If,  indeed,  our 
recovery  is  a  few  years  away,  there  will  be  an  increased  demand  for  thera- 
peutic interventions.  Structural  stress  experienced  for  an  extended  period 
of  time  will  cause  breakdown  of  the  system  as  depicted  by  the  weakening  of 
our  small  towns.  The  issue  of  "terminal  towns"  must  be  addressed.  Stress 
research  supports  the  concept  that  the  "pile  up"  that  happened  over  extended 
periods  of  time  is  more  important  than  any  Individual  event.   It  is  the  ex- 
tended period  of  stress  that  is  the  most  difficult  for  families  to  cope  with. 
Continuing  grief,  continuing  uncertainty  is  not  resolved  because  loss  is 
continually  renewed. 

Hiere  is  no  available  reliable  research  on  our  present  crisis  regarding 
tile  longterm  effects  of  ^he  present  crisis.  Research  is  always  two  or  three 
years  behind  rhe  crisis.  Longterm  costs  cannot  be  measured.  However,  if  we 
look  to  the  literature  on  stress,  grief,  uneniploynient  and  tlie  depression  era. 
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««  can  expect  the  casualltles  to  be  costly.  Scne  fan! lies  have  not,  and  will 
not,  be  absorbed  into  healthier  econonlc  areas.  For  these  faadlies,  the  boun- 
daries are  age,  education  and/or  finances.  If  we  are  going  to  baooae  min\uM 
drivers  into  a  new  age,  a  healthier  age  for  our  people,  we  aust  target  our 
efforts  and  have  the  courage  to  adndt  gaps  in  services.  Until  the  risk  of 
change  is  less  than  the  risk  of  pain,  no  change  will  take  place  within  fsBiliss 
and  coamunities.  It  is  imperative  that  we  recognize  that,  for  there  to  be  a 
risk  in  change,  there  must  be  alternatives  available. 

Presently,  alternatives  are  grossly  limited  and  children  are  laifortunately 
trapped  in  limbo.  Key  problem  areas  must  be  addressed. 

-  There  must  be  continuing  effort  to  provide  safe  places  for  families 
to  share  their  emotions. 

-  There  must  be  a  reaffirmation  of  faith  in  the  belief  that  our  rural 
fanilies  have  an  intrinsic  value. 

-  More  must  be  done  to  assist  fanilies  in  understanding  the  grief 
process  and  ho«#  that  grief  process  impacts  family  ccnunication. 

-  As  the  rapid  changes  %rithin  rural  America  continue,  prevention 
efforts  will  be  limited.  There  will  be  an  increased  need  to  shift 
from  preventive  to  rehabilitative  efforts. 

-  Unregulated  social  change  leads  to  costly  social  problems.  The  burden 
of  these  problems  rests  on  the  backs  of  our  rural  children  and  their 
fanilies.  Resources  to  deal  with  these  problems  are  becoming 
increasingly  limited. 

-  Our  nation  needs  to  seriously  look  at  the  public  policy  implications 
of  the  rural  crisis.  There  has  been  no  risk/impect  assesanent  of 
farm  policy  on  fann  families. 


Joan  Blundall,  N.A. 

Coordinator 

Consultation  &  Education 

Northwest  Iowa  Mental  Health  Ccntsr 

201  E.  Uth 

Spencer,  Iowa      51X1 
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Mr.  GucKMAN.  Thank  you.  Mr.  Tvrdy. 

STATEMENT  OF  EDWIN  TVRDY,  MEMBER,  BOARD  OF  DIRECTORS, 
NATIONAL  FARMERS  ORGANIZATION 

Mr.  Tvrdy.  Thank  you,  Mr.  Chairman  and  members  of  the  sub- 
committee, we  appreciate  the  opportunity  to  be  able  to  present  our 
views  relating  to  the  need  for  mandatory  programs  and  better 
prices  for  farmers. 

Our  testimony  has  been  submitted  and  I  am  going  to  summarize 
it.  I  am  Ed  Tvrdy,  farmer  and  member  of  our  National  NFO  board 
of  directors  and  with  the  help  of  my  family  I  operate  a  480-acre 
farm  near  Surprise,  Nebraska.  We  produce  irrigated  com  and  soy- 
beans and  have  a  beef  cow  herd. 

In  the  brief  appearance  I  will  not  dwell  on  the  farm  economy, 
bankruptcies  or  the  need  for  long-term  credit  at  fixed  reasonable 
interest  rates  or  a  number  of  other  aspects  of  farming  in  these  dif- 
ficult times. 

Members  of  your  committee  surely  understand  what  has  hap- 
pened in  most  farm  communities  over  the  last  6  years.  We  need 
better  prices  and  a  reasonable  income  from  the  marketing  of  our 
products. 

In  visits  with  members  of  my  church,  farmers  in  the  local  com- 
munity and  National  Farmers  Organization  members  throughout 
many  States,  I  find  deep  resentment  of  the  fact  that  we  must  rely 
upon  Government  checks  for  a  substantial  portion  of  our  income. 
In  far  too  many  communities  today  we  are  dependent  upon  Social 
Security  checks,  the  ASC  pa3mients  and  other  sources  of  Govern- 
ment relief  to  support  the  economy. 

Even  out  in  the  country  we  know  you  have  created  a  monster  in 
the  1985  Farm  Act.  You  reduced  our  loan  rates  and  prices  drasti- 
cally and  forced  us  to  depend  upon  the  payments  for  income.  Now 
you  are  confronted  with  very  difficult  problems  in  the  national 
budget  and  at  some  point  in  the  near  future  you  will  probably  cut 
those  pa3mient  rates,  again  reducing  our  farm  income. 

You  are  in  an  indefensible  political  position  and  farmers  are  in 
an  economic  squeeze  that  they  cannot  withstand.  We  believe  the 
1985  Food  Security  Act  must  be  re-examined.  An  alternative  ap- 
proach should  be  given  serious  consideration  as  soon  as  possible. 

We  did  not  arrive  at  this  policy  in  NFO  very  easily.  There  have 
been  a  number  of  times  in  the  1980's  that  we  had  some  bitter  les- 
sons on  it  but  we  believe  the  only  reasonable  course  open  to  you  at 
this  time  is  to  conduct  full  committee  hearings  on  proposed  new 
legislation. 

Let  me  remind  you  of  the  wheat  poll.  Congress  in  the  1985  act 
put  in  a  poll  of  wheat  producers  and  overwhelmingly  they  voted  for 
mandatory  supply  management  and  now  it  appears  that  the  Con- 
gress may  wish  to  overlook  the  results  of  their  own  poll. 

We  are  witnessing  a  lot  of  opposition  to  mandatory  management, 
to  supply  management  and  to  a  referendum  vote  by  people  who 
call  themselves  representing  farmers.  We  would  like  to  see  them 
come  forward  with  some  plan  that  will  solve  this  problem  if  man- 
datory controls  are  not  it. 
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In  this  1985  act  we  have  certam  thmgs  in  there  that  are  manda- 
tory and  Congress  had  no  problem  putting  them,  for  instance,  the 
check-off  on  livestock  and  hogs  and  cattle  and  on  the  block  voting 
for  members  in  the  cooperative  which  takes  away  one  vote  for 
others. 

The  1985  Food  Security  Act  is  mandatory.  My  farm  is  going  to 
operate  under  it  whether  I  like  it  or  not  because  of  the  $1.^  bushel 
deficiency  payment  that  is  projected  for  the  next  year. 

There  is  pending  legislation  that  is  before  Congress  that  was  in- 
troduced by  Congressman  Gephardt  and  others  on  March  5th.  If 
this  is  adopted  it  will  cut  Government's  costs.  It  will  put  a  floor 
under  price.  The  expenditures  will  be  cut  by  $12  billion  as  the 
study  showed  for  fiscal  year  1989.  Net  income  would  raise  to  $41.2 
billion  versus  the  $29  billion  under  current  legislation.  ELcport 
values  would  increase  also  and  the  bill  has  a  way  in  it  for  negotiatr 
ing  by  the  President  and  if  it  is  not  used  then  the  PIK  certificate 
would  be  a  subsidy  for  it. 

I  think  it  is  a  very  crude  way  if  nothing  else  that  we  go  out  and 
produce  this  grain  that  is  in  surplus  and  then  ask  to  sell  it  rather 
than  to  act  as  a  businessman  and  say,  ''If  you  need  this  in  the 
coming  year,  we  need  to  know  that  so  we  can  raise  for  it  rather 
than  raise  it  and  then  try  to  dump  it  on  the  market." 

There  is  another  bill  that  is  before  the  legislature  that  we  have 
not  endorsed  but  we  feel  that  it  needs  to  have  hearing  and  consid- 
eration by  the  committee. 

In  summary,  we  believe  the  Agriculture  Committee  should  con- 
duct hearings  on  the  need  for  a  less  costly  and  more  effective  farm 
program.  If  you  do  not  move  to  do  so  now,  the  whole  question  will 
be  carried  over  to  an  election  year  and  you  will  not  want  to  deal 
with  these  issues  at  that  time. 

If  you  do  not  proceed  to  examine  alternative  courses,  the  1985 
act  will  remain  in  effect  at  least  through  the  1989  crop.  That  only 
spells  disaster  for  many  more  producers  in  our  rural  communities. 

I  would  like  to  close  with,  you  don't  have  to  run  a  survey,  you 
are  looking  at  a  farmer  that  has  to  try  to  make  a  living  inside  of 
this  1985  Food  Security  Act  and  so  many  people  keep  sajdng  that 
the  problem  is  that  we  have  to  get  the  land  vcdues  up  or  we  have 
to  stop  falling  land  values. 

You  know,  to  a  farmer,  not  to  a  land  speculator  but  to  a  fanner, 
it  doesn't  matter  where  the  land  price  is  at  because  that  is  not 
what  he  is  going  to  pay  the  debt  off  with  that  he  has  to  pay  it  off 
with  net  earned  income  off  of  that  farm  and  my  taxes  on  my  farm 
today  are  higher  than  when  it  was  evaluated  at  two-thirds  higher 
in  some  people's  minds. 

So  we  need  the  income  off  of  that  that  will  cause  the  land  to  do 
wherever  it  has  to  go  to.  Thank  you. 

[The  prepared  statement  of  Mr.  Tvrdy  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  GucKMAN.  Thank  you  €dl  for  your  testimony.  We  have  5 
minutes  before  a  vote  and  then  we  are  going  to  have  the  veto  over> 
ride  on  the  highway  bill  so  I  think  after  we  get  tiirough  witli  ques- 
tions, we  will  recess  until  1:30  because  otherwise  we  are  stuck  with 
having  a  vote  in  the  interim  and  we  have  to  go  back  and  it  is  90 
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minutes  and  I  apologize  but  we  will  try  to  accelerate  it  as  much  as 
possible. 

We  appreciate  your  testimony.  Mr.  Eken,  I  read  your  statement 
and,  of  course,  I  was  down  in  Fort  Worth  at  the  convention  and 
much  of  what  I  see  in  your  statement  I  have  now  seen  in  terms  of 
resolutions  that  came  from  the  Nationcd  Farmers  Union  conven- 
tion and  I  have  talked  to  a  lot  of  my  own  folks  in  Kansas  and  they 
have  echoed  pretty  much  the  same  thing  that  you  have  said  todav. 

Mrs.  Waller,  we  appreciate  your  being  here  as  well.  Many  people 
tell  me  what  important  work  that  you  are  doing  in  terms  of  high- 
lighting the  issues  in  rural  America  today.  So  as  I  have  told  other 
panelists,  we  will  sift  through  this  evidence  and  testimony  in  con- 
nection with  other  things  that  we  have  heard  to  try  to  determine  if 
we  can  reach  some  sort  of  consensus  on  whether  to  do  anything 
this  year  or  not,  but  your  testimony  will  be  very  important  in  that 
context. 

I  think  Mr.  Nagle  was  here  first  and  so  I  will  call  on  him. 

Mr.  Nagle.  Let  me  ask  a  question  that  I  see  absent  from  your 
testimony  cdthough  Mrs.  Wfidler  and  Mr.  Eken,  you  certainly  allud- 
ed to  it.  In  my  State  of  Iowa,  25  percent  of  our  merchants  are  in 
financial  difRculty  and  in  about  the  same  position  as  farmers  and 
one  of  the  things  I  don't  hear  coming  out  of  and  perhaps  it  is  be- 
cause of  the  focus  of  your  organization  but  one  of  my  concerns  is 
that  as  we  lose  farmers,  and  I  cdluded  to  a  figure  with  Mr.  High- 
tower,  is  that  the  public  has  to  understand  the  impact  is  not  just 
on  farmers  but  it  is  also  on  your  rurcd  merchants  because  when  a 
farmer  goes  down,  the  clothier  goes  down  and  he  takes  the  grocer 
down  and  he  takes  the  car  dealer  down. 

You  are  really  seeing  the  unravelling  of  a  fabric  of  a  way  of  life 
that  we  have  had  out  there  for  100  years. 

Is  there  any  movement  on  the  part  of  any  of  your  organizations 
to  involve  rural  business  communities  in  support  of  the  legislation 
that  you  are  advocating? 

Mr.  Eken.  Mr.  Nagle,  certainly  our  organization  is  very  involved 
in  trying  to  activate  that  coalition  building.  In  fact,  this  week  we 
are  part  of  a  coalition  that  is  out  here  in  Washington  lobbying  on 
the  supply  management  concept  and  farm  bills  and  that  includes  a 
lot  of  the  urban  organizations. 

So  we  recognize  that  that  need  is  there.  We  have  continuing  con- 
tact. We  have  a  program  in  our  State  where  we  try  to  get  out  to 
the  chamber  of  commerce  meetings,  for  example,  as  a  farm  organi- 
zation to  visit  about  the  farm  problems. 

So  we  are  certainly  aggressively  pursuing  that  effort. 

Mr.  Nagle.  Mrs.  Waller. 

Mrs.  Waller.  Yes,  Mr.  Nagle.  Along  with  the  program  that  we 
have  for  activating  farmers,  we  are  as  concerned  about  those  who 
provide  the  services  for  us  all  up  and  down  Main  Street  and  we  are 
moving  into  not  only  in  the  local  area  but  endorsements  from  other 
organizations. 

I  have  included  in  my  testimony  attached  to  it  information  about 
our  membership  and  people  who  have  signed  on  to  the  program 
that  we  are  promoting  and  included  in  that  is  the  Nationcd  Council 
of  Churches  of  Christ,  the  Dakota/Minnesota/Wisconsin  Catholic 
Rural  Life  Conference,  National  Anti-Hunger  Coalition  and  we  are 
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working  very  closely  with  other  organizations  who  see  the  value  of 
retaining  our  rural  communities  because  we  as  farmers  need  those 
business  people  to  provide  those  services  for  us. 

Mr.  Nagle.  Good.  Thank  you.  Mr.  Chairman. 

Mr.  GucKMAN.  Thank  you.  Mr.  Penny. 

Mr.  Penny.  Mr.  Chairman,  I  don't  have  any  questions  of  this 
panel.  I  particularly  want  to  welcome  Mr.  Eken  to  the  committee 
and  thank  him  for  his  testimony.  Everybody  at  this  table  shares 
the  view  that  I  hold  and  that  is  that  we  have  to  make  a  fundamen- 
tal change  in  farm  policy  if  we  are  going  to  save  our  family  farm 
structure  and  I  think  we  fidl  believe  we  can  do  that  at  far  less  oost 
than  the  current  program. 

I  think  we  all  understand  as  well  that  there  are  several  good 
ideas  on  the  table  and  that  to  get  something  done  we  all  have  to 
get  together  and  continue  to  work  as  we  have  in  the  past  and  I 
pledge  myself  to  that  effort  and  I  know  that  these  folks  will  contin- 
ue in  that  effort  as  well. 

Mr.  GucKMAN.  Thank  you.  I  want  to  thank  you  for  testifyinj^, 
particularly  thank  Mr.  Dave  Senter  who  has  been  a  frequent  via- 
tor to  this  room  during  the  last  month  or  two  and  will  probably 
continue  to  be  a  frequent  visitor  to  this  room.  I  appreciate  all  your 
help,  Dave,  as  well. 

We  will  adjourn  until  1:30.  Thank  you. 

[Recess  taken.] 

AFTERNOON  SESSION 

Mr.  GucKMAN.  Next  we  have  the  fifth  panel  of  witnesses.  There 
will  be  more  members  here  but  I  want  to  get  st€ui;ed  as  quickly  as 
possible  because  the  votes  are  going  to  be  coming.  Mr.  Dixon  Terry, 
chairman.  League  of  Rural  Voters;  Mr.  Don  Vig,  Dakota  Resources 
Council;  Rabbi  David  Saperstein,  director  of  Union  of  American 
Hebrew  Congregations  and  Mr.  Bill  Stewart,  director,  region  IV, 
United  Automobile  Workers. 

It  is  a  pleasure  to  have  you  all  here.  Your  testimony  will  be  in- 
cluded in  the  record  in  its  entirety  so  you  may  feel  free  if  you  wish 
to  summarize  your  statement  and  why  don't  we  go  ahead  and  pro- 
ceed in  the  manner  that  you  are  listed  on  the  panel  with  Mr.  Terry 
first. 

STATEMENT  OF  DIXON  TERRY,  ACTING  CHAIRMAN,  LEAGUE  OF 

RURAL  VOTERS 

Mr.  Terry.  Thank  you,  Mr.  Chairman.  I  am  a  dairy  farmer  and  a 
com  farmer  from  southwest  Iowa.  I  currently  do  serve  as  the 
acting  chair  of  the  League  of  Rural  Voters  which  is  a  national, 
nonpartisan  voter  education  and  lobb3dng  organization  comprised 
of  farmers,  business  people,  professioncds,  and  a  variety  of  other 
rural  citizens. 

I  thank  the  committee  for  this  opportunity  to  share  our  ideas  on 
the  important  subject  of  supply  management  but  also  to  share  our 
deep  concern  over  the  continuing  depression  in  the  farm  economy 
and  its  impact  on  the  social  fabric  of  our  rural  communities. 

As  a  representative  of  my  organization  within  the  National  Save 
the  Family  Farm  Coalition,  I  have  had  extensive  opportunities  to 
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meet  with  fanners  from  aromid  the  comitry  to  discuss  their  prob- 
lems with  them  id  to  work  with  other  farmers  in  developing 
policy  fidtemai  r 

I  have  just  returned  over  the  past  few  days  from  a  meeting  in 
Vermont,  a  nationcd  meeting  of  dairy  farmers  sponsored  by  the  co- 
alition»  which  includes  representatives  of  dairy  farm  organizations 
from  18  States  and  every  region  of  the  country.  Tliis  meeting  was  a 
highly  successful  effort  to  develop  a  compromise  agreement  among 
regions  around  the  country  around  the  dairy  supply  management 
program  of  the  Family  Farm  Act. 

But  what  sticks  most  in  my  mind  is  the  sense  of  urgency  I  saw 
there  in  Vermont  among  those  dairy  farmers  from  Vermont,  New 
York,  Pennsylvania,  and  throughout  the  Northeast.  These  folks  are 
seeing  their  family  dairy  farms,  so  essential  to  the  economy  and 
communities  of  the  Northeast,  come  up  on  the  auction  block  one  by 
one. 

Their  anger  and  their  demands  for  action  in  New  York,  in  Ver- 
mont among  these  farmers  remind  me  very  much  of  the  response 
of  Iowa  farmers  3  or  4  years  ago  when  the  realization  of  the  depth 
of  the  farm  crisis  first  hit  the  Midwest. 

But  for  too  many  Iowa  com  farmers  and  Texas  com  and  sor- 
ghimi  farmers  and  High  Plains  wheat  farmers  and  farmers  from 
all  across  the  country,  this  crisis  has  become  a  way  of  life. 

This  committee  should  be  cautious  when  assessing  the  attitudes 
of  its  constituents  not  to  mistake  the  despair  and  cynicism  out 
there  for  contentment.  In  my  experience,  there  has  never  been  an 
agriculturfid  policy  so  universally  unpopular  in  tlie  countryside  as 
the  1985  Food  Security  Act. 

But  after  years  of  personcd  suffering  and  community  breakdown, 
the  total  inadequacy  of  the  response  from  this  Congress  has  caused 
an  increasing  loss  of  confidence  in  the  effectiveness  of  our  demo- 
cratic process. 

In  spite  of  a  few  isolated  bright  spots  in  the  farm  economy  touted 
by  the  defenders  of  the  current  policy,  in  much  of  rurcd  America 
hopelessness  reigns. 

In  Iowa  we  have  lived  through  enough  years  of  this  depression  to 
know  that  public  attitudes  run  in  cycles.  At  this  time  there  is  a 
growing  movement  in  Iowa  and  across  the  country  based  on  a  quiet 
determination  to  save  our  farms  and  save  our  rurcd  communities. 
That  resurgence  of  hope  is  focused  on  the  Family  Farm  Act  of 
1987. 

The  increasing  unity  among  farm  organizations,  the  churches, 
the  labor  movement  and  others  that  you  see  represented  here  at 
this  table,  around  a  common  approach,  around  the  Family  Farm 
Act  to  dramatically  shift  the  direction  of  our  agricultural  policy  is 
something  that  has  given  many  rurcd  Americans  a  new  reason  for 
hope.  This  committee  has  the  opportunity  to  feed  that  hope  by  re- 
placing a  failed  policy  with  one  that  will  work. 

The  single  most  important  factor  leading  to  the  current  break- 
down in  the  farm  economy  has  been  Government  policies  aimed  at 
keeping  commodity  prices  at  a  level  which  precludes  the  survival 
of  increasing  numbers  of  family  farmers. 
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Farm  prices  is  the  center  issue.  It  must  be  at  the  center  of  the 
debate,  but  maintaining  fair  and  adequate  prices  requires  a  system 
of  supply  management  to  go  hand-in-hand  with  it. 

A  careful  reading  of  research  data  and  analytical  projections 
shows  that  a  program  of  higher  price  floors  in  the  marketplace  and 
effective  production  controls  is  the  only  option  on  the  table  this 
time,  the  only  option,  that  can  bring  about  the  critically  needed 
boost  in  farm  income.  All  other  cdtematives  guarantee  continual 
decline  and  uncertainty. 

The  system  of  supply  management  for  wheat  and  feed  grains  in 
the  Family  Farm  Act  is  the  most  workable  and  efTective  alterna- 
tive under  consideration,  largely  because  it  was  designed  by  farm- 
ers themselves. 

The  higher  farm  income,  reduced  Government  costs,  and  mini- 
mfid  consumer  price  increases  that  come  with  this  bill  have  already 
been  emphasized,  but  I  want  to  make  a  couple  of  additional  points. 

The  central  concept  of  the  Family  Farm  Act  is  the  mechanism 
for  setting  price  floors  in  the  marketplace  that  are  fair  to  produc- 
ers and  fair  to  consimiers.  By  indexing  CCC  support  loan  rates,  the 
parity  formula,  to  a  farmer's  true  costs,  the  average  farmer  could 
receive  fair  compensation  for  his  or  her  labor  and  investment 
Through  the  management  of  stable  reserves,  consimiers  can  be  pro- 
tected from  shortages  and  dramatic  price  increases. 

But  there  is  a  general  misconception  within  the  Congress  and 
the  public  that  the  Family  Farm  Act  would  raise  farm  prices  by 
instituting  mandatory  production  controls.  This  notion  needs  to  be 
dispelled. 

If  we  were  re€dly  going  to  raise  prices  to  fair  levels*  simply  by  re- 
stricting production,  that  would  require  that  real  food  shortages 
would  be  created.  This  would  not  be  a  bcdanced  food  system  poli^. 
It  would  not  be  fair  to  consumers  and  is  not  part  of  the  Family 
Farm  Act. 

The  Family  Farm  Act  on  the  other  hand  would  use  price  sup- 
ports and  reserves  to  create  a  narrow  range  in  which  market  prices 
can  move  that  would  be  fair  both  to  consumers  and  to  farmers. 

This  concept  of  just  compensation  in  this  country  has  long  been 
accepted,  and  once  we  accept  this  concept  for  farmers,  then  supply 
management  is  necessary  to  bring  production  in  line  with  the  raal 
demand  for  farm  products  at  those  fair  price  levels  in  order  to  pre- 
vent the  growth  of  burdensome  surpluses. 

So  first  we  set  the  price  levels,  then  we  bring  supply  in  line  with 
demand  so  that  we  do  not  have  excess  Government  costs  and  waste 
resources. 

The  real  purpose  of  supply  management  is  to  save  Government 
costs  and  protect  scarce  resources.  By  preventing  the  necessity  for 
Government  purchases  and  storage  of  unneeded  surpluses,  taxpay- 
er costs  are  greatly  reduced.  By  producing  only  enough  for  marseto 
that  really  exist,  precious  soil  and  water  resources  can  be  reserved 
and  preserved  for  future  production. 

So  this  is  the  reason  for  supply  management,  to  save  Govern- 
ment costs,  to  save  our  resources.  It  is  the  price  floors  and  reserve 
system  that  creates  the  range  in  which  prices  move  that  is  fair  to 
consumers  and  farmers  both. 
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The  fanners  who  developed  the  Family  Farm  Act  and  the  migori- 
tv  of  farmers  in  numerous  polls  believe  that  production  controls 
should  be  mandatory.  This  is  not  because  farmers  want  the  Gov- 
ernment telling  them  what  to  do»  but  because  for  too  long  the  ma- 
jority of  farmers  have  watched  a  minority  take  advantage  of  volun- 
tas profframs. 

To  achieve  effective  supply  management  but  also  to  achieve 
equity,  all  farmers  should  be  required  to  do  their  part  in  cutting 
back  production.  In  return,  each  farmer  would  be  guaranteNed, 
through  marketing  certificates,  his  or  her  fair  share  of  the  market 
that  is  really  out  tiiere. 

These  concepts  are  neither  extreme  or  speculative.  They  are 
proven  mechanisms  for  economic  intervention  based  upon  pro- 
grams that  have  been  tried  successfully  over  the  past  50  years. 
Solid,  unbiased  analysis  has  affirmed  their  workability. 

Their  ability  to  stabilize  production  and  raise  farm  prices  are  not 
really  in  question. 

In  conclusion,  I  would  remind  the  committee  of  the  continuing 
deterioration  of  the  overall  farm  economy  and  the  need  for  a  sense 
of  urgency. 

Under  the  current  farm  bill  things  are  bad  and  will  only  grow 
worse.  This  is  clear. 

Mr.  Chairman  and  members,  rurcd  America  is  looking  for  you  to 
help  but  the  message  so  far  seems  to  be,  "Don't  expect  much  this 
year."  I  hope  we  can  change  your  minds. 

For  tens  of  thousands  of  farm  families  and  the  rural  merchants 
who  rely  upon  their  trade,  this  year  will  be  their  last  in  business. 
For  tens  of  thousands  more,  this  year  will  bring  them  to  the  brink. 
Unless  you  decide  to  let  rurcd  America  just  fade  away,  dramatic 
changes  in  our  farm  policy  must  be  made  and  those  chaiiges  must 
b^in  to  be  made  tins  year.  I  urge  you  to  make  these  changes 
sooner  rather  than  later. 

I  would  just  add  a  couple  of  brief  comments  bevond  my  written 
statement.  Mr.  Chairman,  I  believe  Mr.  Pennv  had  raised  the  ques- 
tion earlier  in  testimony  about  the  FAPRI  study  projecting  in- 
creased Government  costs  in  the  out-years  for  the  Harkin-Gephardt 
bill. 

I  wanted  to  provide  a  little  more  clarity  on  that.  When  we  show 
charts  showing  the  dramatic  cost  savings  of  the  Harkin-Gephardt 
bill  compared  to  current  legislation,  we  are  comparing  Government 
costs  mainly  in  terms  of  Government  subsidies  and  deficiency  pay- 
ments. 

When  the  FAPRI  analyzed  the  costs  of  the  Harkin-Gephardt  bill 
in  the  out-years  they  figured,  one  provision  of  our  bill  is  to  use  sur- 
plus stocks  up  by  putting  them  into  the  Public  Law  480  program. 
FAPRI  made  a  misassumption,  a  wrong  assumption  in  that  when 
those  surplus  stocks  run  out,  the  Government  will  start  buying 
com,  high-priced  com  and  other  grains  on  the  market  to  keep  that 
Public  Law  480  program  up  to  the  same  levels.  This  was  not  our 
assumption. 

But  much  of  the  cost  figures  in  the  FAPRI  data  for  the  far  out 
years  can  be  attributed  to  increased  costs  for  the  Public  Law  480 
program  and  comparing  those  costs  to  the  costs  of  maintaining  a 
deficiency  program  pa3mient  is  not  a  vcdid  comparison. 
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So  if  you  remove  those  costs,  if  you  remove  the  costs  of  the  Ken- 
nedy-Panetta  portion  of  the  bill»  the  money  that  would  go  into 
hunger  programs,  if  you  remove  the  increased  costs  of  the  Conser- 
vation Reserve  Program  which  we  would  put  more  in  our  bill  in 
that  program,  if  you  remove  those  costs  which  you  would  have  to 
agree  are  giving  us  something  that  the  deficiency  pajnnents  in  cur 
rent  legislation  do  not  give  us,  then  any  meaningful  comparison 
even  in  the  out  years  shows  very  extensive  savings  under  this  pro- 
gram compared  to  current  legislation. 

The  other  point  I  would  like  to  make  is  in  regard  to  the  whde 
export  question  and  you,  yourself,  Mr.  Chairman,  have  raised  tiie 
question  or  made  the  statement  that  the  FAPRI  data  is  based  (m 
the  idea  that  an  export  cartel  would  have  to  be  established. 

Indeed  a  number  of  the  FAPRI  economists  have  made  this  state- 
ment but  I  disagree  with  that  and  I  think  indeed  the  FAPRI  study 
of  our  bill  in  1985  projected  the  same  kind  of  increases  in  export 
value  without  assuming  an  export  cartel. 

I  think  what  we  do  need  to  assume  if  we  are  going  to  mninfaiiii 
the  vfidue  of  our  exports  or  increase  them  is  that  we  can  hold  on  to 
a  large  if  not  cdl  of  our  share  of  world  markets  and  multilateral 
agreements  is  definitely  the  most  desirable  way  to  do  this  and 
there  are  indeed  many  signs  that  this  is  the  b^  time  for  many 
years  to  initiate  those  kinds  of  agreements. 

I  would  remind  the  committee  that  beyond  the  idea  of  an  export 
cartel  or  the  idea  of  multilateral  agreements  in  the  bill  is  tUs 
export  PIK  hammer.  We  think  that  even  without  short  of  a  cartel, 
short  of  these  kinds  of  agreements  there  is  a  great  ability  to  main- 
tain our  export  market  share  because  we  have  the  market  domi- 
nance that  we  do  but  also  because  we  have  the  surplus  conunod- 
ities  that  we  can  put  into  the  PIK  export  targeted  export  subddy 
program  which  would  not  be  an  across-the-board  subsidy  but  a  very 
targeted  program  at  those  nations  that  may  be  trjdng  to  take  our 
markets  away  from  us. 

So  there  are  a  number  of  mechanisms  and  a  number  of  alterna- 
tives short  of  a  successful  cartel  that  would  allow  us  to  twoiwfnin 
export  market  share  and  would  indeed  because  our  price  levds 
that  we  would  be  exporting  it  at  would  be  so  much  greater  than 
under  current  legislation  woidd  allow  us  to  significantly  increase 
our  export  vcdue. 

So  I  just  wanted  to  make  that  correction.  This  bill  is  not  totally 
predicated  on  the  formation  of  an  export  cartel. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Terry  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  GucKMAN.  Thank  you,  Mr.  Terry.  I  think  our  next  witness  is 
Mr.  Vig. 

STATEMENT  OF  DONALD  VIG,  MEMBER,  DAKOTA  RESOURCE 

COUNCIL 

Mr.  Vig.  Thank  you,  Mr.  Chairman  and  members  of  the  subcom- 
mittee. My  name  is  Doncdd  Vig.  I  farm  near  Valley  City  in  east- 
central  North  Dakota.  I  am  representing  the  Daikota  Resouroe 
Council  which  is  a  grassroots  membership  organization  dedicated 
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to  preserving  family  farms  and  natural  resources.  The  Dakota  Re- 
source Council  is  a  member  of  the  Nationcd  Save  the  Family  Farm 
Coalition. 

You  have  all  heard  the  national  statistics  on  farm  failures  and 
farm  debt  due  to  our  low  prices.  North  Dakota's  number  one  indus- 
try is  agriculture.  The  State  has  approximately  28  million  acres  of 
cropland,  about  7  percent  of  the  toted  cropland  in  this  country. 

So  much  of  North  Dakota's  economy  depends  upon  a  fair  price 
and  a  fair  return  on  the  production  of  these  acres.  But  low  com- 
modity prices  have  forced  over  2,000  farmers  from  these  acres. 
Thousands  more  are  projected  to  go  broke  in  the  next  3  years  if 
prices  for  commodities  do  not  rise. 

Every  Main  Street  in  North  Dakota  reflects  the  damages  of  low 
prices  and  overproduction.  Farmers  and  rurcd  business  people  are 
leaving  many  counties  because  there  is  no  farm  income  and  rurcd 
income  to  support  schools,  churches,  and  businesses.  We  need  con- 
gressional action  now.  We  can't  wait  for  another  election. 

The  Food  Security  Act  of  1985  is  leading  us  to  disaster,  and  many 
of  the  other  farm  bill  proposals,  such  as  the  decoupling  proposals 
and  the  Dorgan-Penny  plan  appear  to  be  more  of  the  same. 

The  only  long-term  solution,  long  term,  to  this  rurcd  economic 
crisis  is  a  sound  parity  price/supply  management  program,  such  as 
the  Family  Farm  Act.  We  need  a  full  compliance  supply  manage- 
ment program  that  controls  the  number  of  bushels  to  be  produced 
and  marketed,  cdong  with  acreage  reduction. 

But  first  and  foremost,  farmers  need  commodity  prices  set  at  a 
level  to  cover  the  cost  of  production  and  a  fair  rate  of  return  for 
the  time  vcdue  of  man  and  money.  The  Fanuly  Farm  Act  does  not 
use  supply  controls  to  raise  prices,  as  is  so  commonly  incorrectly 
asserted. 

Rather,  commodity  prices  are  raised  by  setting  the  CCC  loan  rate 
to  a  level  high  enough  to  cover  the  cost  of  production  plus  a  reason- 
able rate  of  return. 

North  Dakota  State  University  statistics  say  that  the  average 
cost  of  production  for  wheat  in  my  State  last  year  was  $4.81.  We 

fet  between  $1.90  and  $2.40  for  wheat  at  our  local  elevators,  plus 
1.89  for  deficiency  payments. 

By  contrast,  the  parity  level  set  by  the  Family  Farm  Act,  at  70 
percent  starting,  is  about  $4.74  per  bushel. 

Supply  management  as  proposed  in  the  Family  Farm  Act  is  a 
tool  to  match  supply  with  demand  so  that  we  can  create  stabili^  in 
the  marketplace  and  reduce  the  surpluses  that  are  costing  our  Uov- 
emment  millions  each  year. 

The  bill  proposes  to  use  acreage  set-asides  up  to  35  percent,  tar- 
geted to  family  farm  producers,  with  the  use  of  marketing  certifi- 
cates to  limit  not  just  acres  but  the  bushels  produced. 

The  Food  Security  Act  of  1985  requires  a  27  percent  set-aside  in 
wheat  acreage  base,  but  the  low  prices  caused  by  the  CCC  loan  rate 
force  most  farmers  to  make  up  in  volume  what  they  have  lost  in 
vfidue. 

Therefore,  we  have  a  situation  of  continued  overpreduction  for 
most  commodities,  despite  this  set-aside.  Likewise,  the  Dorgan- 
Penny  plan  requires  a  20  percent  acreage  set-aside  for  wheat  and 
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feed  grains  but  removes  the  CCC  loan  rate.  Their  plan  lets  the 
market  price  fall  to  the  whim  of  the  grain  companies. 

Like  other  taxpayer-subsidized  programs,  the  Dorgan-Penny  plan 
pays  farmers  $5  per  bushel  for  wheat  produced  on  80  percent  of 
their  acreage  base  or  20,000  bushels,  whichever  is  less.  None  of 
these  marketing  loan-type  of  proposals  do  anything  to  cut  off  the 
cheap  grain  that  is  now  benefiting  multinational  grain  corpora- 
tions at  the  expense  of  the  U.S.  taxpayers  and  farmers. 

The  Dorgan-Penny  proposal  is  similar  to  the  Food  Security  Act 
in  another  way.  It  is  supposed  to  benefit  family  farmers  because  it 
targets  deficiency  pa3mients  on  the  first  20,000  bushels  of  wheat  or 
the  first  30,000  bushels  of  com,  likening  that  to  the  $50,000  pay- 
ment limitation  we  have  now. 

Both  programs  place  an  extremely  high  cost  on  taxpayers  to 
make  up  for  the  low  market  prices.  Here  is  how  it  affected  North 
Dakota  last  year.  In  1986,  there  was  approximately  a  $1  drop  in 
the  CCXi;  loan  rate  for  the  market  price  and  as  well  the  market 
price  followed  for  wheat. 

Farmers  in  the  State  produce  about  280  million  bushels.  When 
the  wheat  prices  drop  by  $1  per  bushel,  the  resulting  loss  to  the 
State  was  $280  million  dollars.  The  Government  deficiency  pay- 
ments increased  for  wheat  by  $174  million  over  1985  levels  and  de- 
spite this  increase,  the  net  loss  to  North  Dakota's  economy  was 
$106  million. 

Our  companion  nonprogram  crops  are  dramatically  affected  by 
the  low  prices  of  wheat  and  feed  grains.  The  price  of  flax  that  I  got 
in  1985  was  $5.80  per  bushel.  Now  it  has  dropped  to  $3.80. 

In  centred  north  Dakota  and  other  parts  of  the  farm  belt,  many 
acres  are  planted  to  nonprogram  crops.  When  Congress  sets  the 
floor  on  wheat,  corn,  barley  and  oats  to  less  than  half  of  what  it 
costs  us  to  produce,  the  price  of  wheat  and  other  crops  drops,  too. 

When  com  prices  drop,  high  fructose  com  syrup  becomes  less  ex- 
pensive than  sugar.  The  1985  farm  bill  set  com  prices  so  low  that 
the  carbonated  beverage  industry  converted  to  using  100  percent  of 
com  sweeteners  resulting  in  a  loss  of  markets  for  sugar  producers. 

Gentlemen,  I  need  value  to  be  placed  in  the  commodity  that  I 
produce.  If  commodities  are  valued  properly,  then  the  value  is  re- 
flected through  the  economy  many  times  over.  If  commodity  values 
are  valued  properly  and  the  number  of  family  farmB  are  at  least 
maintained,  then  our  Nation  will  have  the  greatest  capacity  to 
grow  reasonably  priced  food. 

If  commodities  are  valued  properly,  then  the  acreage  to  grow 
these  crops  will  have  proper  vcdue  and  farmers  will  treat  the  land 
accordingly. 

In  order  for  the  Family  Farm  Act  to  work  with  the  least  Govern- 
ment expenditures,  we  need  multilatercd  trade  agreements  with 
the  other  exporting  nations.  The  president  of  the  North  Dakota 
Farm  Bureau  described  the  United  States  export  policy  at  our 
annual  meeting  last  year  as  people  sitting  across  the  table  from 
each  other  waiting  to  see  which  one  blinked. 

We  blinked  34  years  affo  when  then  Secretary  of  Agriculture 
Ezra  Taft  Benson  succeeded  in  throwing  out  r^ponsiUe  supply 
management  in  favor  of  soK^ed  flexible  parity.  The  last  35  ymrs 
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have  been  a  costly  experiment  in  open-ended  agricultural  produc- 
tion. 

Farmers  told  policymakers  a  number  of  times  in  the  last  9 
months  that  they  would  like  higher  prices  with  supply  manage- 
ment. The  USDA  wheat  poll  showed  that  65  percent  of  the  farmers 
responding  to  the  poll  in  North  Dakota  favor  supply  management 
and  higher  prices. 

The  recent  League  of  Rural  Voters  national  farm  poll  showed 
similar  support.  At  the  February,  1987  U.S.  Senate  Agriculture 
Committee  hearing  in  Bismarck,  Senator  Daschle  asked  the  audi- 
ence, ''How  many  here  support  supply  management  and  production 
quotas?''  After  an  overwhelming  show  of  hands,  he  said,  ''This  is 
no  scientific  survey,  but  I  would  like  to  say  that  about  99  percent 
support  supply  management." 

It  is  time  to  open  our  eyes.  Farmers  need  supply  management 
and  parity  prices.  Thank  you,  Mr.  Chcdrman. 

[The  prepared  statement  of  Mr.  Vig  appears  at  the  conclusion  of 
the  hearing.] 

Mr.  GucKBiAN.  Thank  you  for  a  very  good  statement.  David,  it  is 
a  pleasure  to  have  you  here. 

STATEMENT  OF  RABBI  DAVID  SAPERSTEIN,  DIRECTOR,  RELI- 
GIOUS  ACTION  CENTER  OF  REFORM  JUDAISM,  UNION  OF 
AMERICAN  HEBREW  CONGREGATIONS 

Rabbi  Saperstein.  It  is  a  delight  to  be  here  for  two  reasons,  first 
is  the  importance  of  the  issue  and  the  second  is  my  deep  and  abid- 
ing respect  for  this  committee  and  for  its  cludr.  You  have  not  only 
been  an  important  resource  to  the  country  as  one  of  the  reigning 
experts  on  agricultural  policy  but  a  champion  of  social  justice. 

That  is  really  what  brings  me  here  today,  that  the  farm  crisis  is 
fundamentally  an  issue  of  social  justice,  the  willingness  of  the 
American  people  and  the  American  Government  to  act  on  behalf  of 
the  needy,  a  conflict  between  those  who  have  power  and  those  who 
do  not,  a  test  of  whether  we  truly  place  a  fair  value  on  the  individ- 
uals labor  that  was  spoken  so  eloquently  of  during  these  hearings 
before. 

My  name  is  David  Saperstein  and  I  represent  the  National 
Reform  Jewish  Movement,  1.2  million  Jews  throughout  the  United 
States.  As  religious  leaders,  we  are  naturcdly  concerned  with  the 
current  rural  economic  crisis  which  is  inflicting  enormous  suffering 
on  many  rural  citizens  particularly  farmers. 

Our  tradition  warns  us  against  the  kind  of  economic  and  envi- 
ronmental catastrophe  occurring  today  in  America's  farm  regions. 
The  ancient  Jewish  people  were  not  an  urban  but  an  agrarian 
people.  Thus  the  Hebrew  bible  is  deeply  concerned  with  agricultur- 
al regulations.  More  than  one-sixth  of  the  Talmud  is  devoted  en- 
tirely to  this  subject. 

The  Bible  was  also  concerned  and  sensitive  to  an  abiding  com- 
mitment to  protection  of  the  land  and  to  issues  involving  acquisi- 
tion of  the  land  and  the  displacement  of  the  less  wealthy  and  the 
less  powerful  as  land  owners. 

Thus,  it  prescribes  a  sabbatical  year  in  which  the  soil  was  not  to 
be  worked  giving  the  land  the  opportunity  to  rest  every  7  years 
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and  cancel  debts  to  give  the  most  beleaguered  of  the  people  includ- 
ing farmers  a  chance  to  start  anew  and  during  the  Jubilee  Year,  it 
was  required  that  land  would  be  returned  to  its  original  owners 
thereby  preventing  the  consolidation  of  land  and  farm  resources  in 
the  hands  of  the  few. 

Certainly  the  situation  has  changed  greatly  over  the  millennia 
but  the  ethical  perspectives  still  animate  the  commitment  of  the 
Judeo-Christian  community  in  this  Nation  to  help  the  farmer  to 
protect  our  land  to  see  that  the  family  farm  continues. 

I  don't  claim  to  be  an  expert  on  rural  and  farm  policy  but  I  do 
know  that  many  family  farmers  today  are  facing  an  economic  and 
personal  crisis  simply  because  they  cannot  receive  fair  value  for 
their  labor. 

Despite  a  strong  work  ethic  and  a  love  for  the  land,  many  farm- 
ers today  cannot  earn  a  decent  living  and  hundreds  of  thousands 
are  losing  their  farms  because  the  returns  they  get  for  commodities 
are  too  low,  below  their  cost  of  production.  They  become  exploited 
workers  unable  to  pay  their  bills  and  support  their  families  r^ard- 
less  of  their  hard  work,  expertise  and  determination. 

Unless  we  as  a  Nation  are  willing  to  lose  forever  our  family- 
based  system  of  agriculture  and  to  hand  over  the  production  of  our 
food  supply  to  investors,  speculators  and  a  few  giant  corporations 
with  all  the  ramifications  that  will  have  on  rural  America,  then  we 
must  now  redesign  our  Federal  farm  policy  to  allow  farmers  to  re- 
ceive a  fair  income  in  exchange  for  feeding  us  and  millions  more 
around  the  world. 

The  Union  of  American  Hebrew  Congregations  supports  the 
Harkin-Gephardt  Family  Farm  Act  of  1987.  We  believe  it  is  both 
the  fairest  and  the  best  way  to  raise  net  income  for  family  farmers 
by  significantly  raising  the  price  farmers  receive  for  their  commod- 
ities from  the  marketplace  and  not  from  Government  subsidy  pay- 
ments. 

We  believe  the  system  for  limiting  production,  to  avoid  current 
levels  of  overproduction  and  to  reduce  Federal  farm  expenditures 
targeted  to  family  farmers,  these  steps  in  limiting  production  is 
necessary  and  fair. 

Though  producing  somewhat  less,  the  family  farmer  under  the 
bill  will  experience  a  significant  gain  in  net  income.  Let's  get  to 
the  bottom  line  of  what  all  of  this  is  about. 

For  years  we  have  had  efforts,  acreage  allotments,  marketing 
quotas  and  cropland  set-asides  and  acreage  reductions  and  paid 
acreage  diversions,  all  of  these  efforts  to  control  the  kind  of  produc- 
tion that  was  raking  havoc  with  the  farm  economies.  Harkin-Gep 
hardt  simply  controls  production  straight  forward  in  an  equitable 
manner  using  democratic  processes  in  doing  it. 

We  have  heard  about  some  of  the  disputes  over  statistics  but  the 
bottom  line  is  if  we  eliminate  those  extraneous  elements  that  Mr. 
Terry  spoke  about  early  according  to  FAPRFs  estimate,  if  in  1985 
we  had  had  supply  management  of  the  kind  that  this  bill  promises 
and  rather  than  having  farm  costs  having  risen,  they  would  have 
dropped  by  this  year  to  $1  billion  and  would  hold  at  that  level  and 
the  income  of  farmers  in  1987  would  have  been  52  percent  higher 
and  in  1989  would  be  60  percent  higher. 
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That  is  the  kind  of  direction  that  we  as  a  compassionate  nation 
must  be  travelling.  I  urge  this  subcommittee  to  support  this  bill.  It 
is  the  only  option  now  on  the  table  that  would  allow  America's 
family  farmers  to  work  their  way  back  to  financial  health  and  pre- 
serve a  very  important  part  of  our  nation's  cultural  identity. 

I  will  leave  it  to  the  other  experts  here  to  argue  over  the  statis- 
tics and  the  technical  aspects  of  it.  I  merely  want  to  in  conclusion 
make  a  political  appeal  to  this  subcommittee.  I  believe  given  the 
chance  we  can  mobilize  the  conscience  of  America  and  mdbiUze  the 
votes  necessary  to  pass  this  bill  but  in  order  to  do  that,  we  must 
have  a  good  bill  reported  out  by  this  subcommittee. 

There  are  those  who  say  that  we  can't  pass  it.  I  believe  that  the 
situation  is  so  urgent,  the  moral  imperatives  so  impelling,  the  logic 
of  the  bill  so  convincing  that  given  the  opportunity,  we  will  be  able 
to  do  it  this  year.  Waiting  another  year  would  be  the  sort  of  benign 
neglect  that  would  devastate  good  people  in  this  nation. 

[Tlie  prepared  statement  of  Rabbi  Siaperstein  appears  at  the  con- 
clusion of  the  hearing.] 

Mr.  GucKBiAN.  Tk^mk  you  David  for  an  excellent  statement.  Fi- 
nally on  this  panel,  Mr.  Bill  Stewart,  director  of  region  4,  United 
Automobile  Workers  and  I  note  that  Mr.  Reuther  is  with  you  and 
you  might  introduce  him  for  the  record  as  well. 

STATEMENT  OF  BILL  STEWART,  DIRECTOR,  REGION  4,  INTERNA- 
TIONAL UNION,  UNITED  AUTOMOBILE,  AEROSPACE  &  AGRI- 
CULTURAL IMPLEMENT  WORKERS  OF  AMERICA,  UAW,  ACCOM- 
PANIED BY  ALAN  REUTHER,  WASHINGTON  LEGISLATIVE  DE- 
PARTMENT 

Mr.  Stewart.  Mr.  Chairman,  my  name  is  Bill  Stewart  and  I  am 
regional  director  of  region  4  which  is  the  States  of  Iowa,  Illinois 
and  Nebraska  and  to  my  right  is  Alan  Reuther  who  is  with  our 
Washington  legislative  department  here  in  Washington,  D.C. 

I  am  going  to  read  select  paragraphs  from  our  prepared  state- 
ment but  the  reason  that  I  am  here  today  and  the  UAW  is  here 
today  is  because  the  farmers  and  organized  labor  and  especially  the 
UA  W  realized  that  we  are  both  in  the  same  boat  and  we  both  face 
the  same  crisis  and  we  give  them  our  full  support  and  we  appreci- 
ate the  support  that  they  give  to  us  also. 

We  support  the  Family  Farm  Act,  and  we  are  here  today  because 
we  as  a  nation  face  an  economic  crisis  in  American  agriculture.  It 
is  a  crisis  when  the  total  farm  population  of  this  coimtry  declines 
by  400,000  in  1  year.  It  is  a  crisis  when  for  the  first  tmie  in  25 
years  during  3  months  in  1986,  U.S.  food  imports  exceeded  exports. 

It  is  a  crisis  when  last  year  there  were  more  than  125  U.S.  bank 
failures  with  farm  banking  accounting  for  nearly  half  of  them, 
when  you  compare  that  with  only  10  failures  nationwide  in  1981.  It 
is  a  crisis  when  some  of  the  worst  himger  in  America  in  the  past 
few  years  has  been  in  America's  bread  basket. 

It  is  time,  however,  to  stop  gathering  statistics  and  to  start  con- 
structing a  policy  that  will  allow  the  once  vibrant  farm  industry  to 
flourish  once  again.  Past  policies  stand  stark  in  their  failure. 

Cheap  grain  policies  devastate  mediumnsized  farms  in  rural  com- 
munities. These  programs  slash  farm  support  prices  and,  in  turn. 
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the  prices  of  U.S.  farm  products.  The  theory  behind  this  archaic 
policy  is  that  U.S.  farmers  can  sell  more  of  their  products  domesti- 
cally and  by  competing  with  foreign  competition  boost  exports. 

TTie  reality,  however,  is  quite  different.  Following  the  1985  farm 
bill  the  toted  value  of  the  country's  crops  plummeted  24  percent 
last  year  to  $58  billion  from  $76.7  billion  in  1985.  Those  hit  the 
hardest  were  the  mediumnsized  farmers  whose  family  farms  operat- 
ed by  those  who  work  the  soil  they  own. 

When  income  drops  like  this,  bankruptcies  soar.  In  Iowa  alone 
last  year,  bankruptcies  jumped  13  percent,  contributing  to  the 
exodus  of  30,000  people  from  the  State. 

The  plight  of  the  farmers  goes  beyond  the  short  run  cash  flow 
loss.  Target  price  programs  have  contributed  to  the  farm  debt  crisis 
over  the  years  as  farmers  borrowed  against  their  land  holdings  to 
offset  declining  income  and  to  continue  farming. 

Traditionally,  farmers  have  depended  on  the  value  of  their  land 
to  provide  collateral  for  loans.  As  the  value  of  the  land  has  fallen, 
the  farmer  has  faced  increasingly  devastating  financial  woes.  From 
1980  to  1985,  the  value  of  U.S.  farm  real  estate,  land  and  buildings, 
fell  by  $73.5  billion.  The  economy  tragedy  faced  by  the  family  farm- 
ers has  spread  to  other  parts  of  the  economy. 

With  neither  income  nor  collateral  farmers  cannot  purchase 
farm  equipment.  During  the  last  6  years  over  65,000  workers  in  the 
agricultural  implement  section  of  the  UAW  have  lost  their  jobs, 
probably  forever.  This  represents  a  62-percent  decline.  Thousands 
more  have  suffered  repeated  layoffs.  Government  figiires  for  all 
workers  in  the  industry  reflect  this  trend.  Employment  in  the  farm 
machinery  industry  in  December  1986  was  only  35,600.  This  is 
81,000  workers  fewer  than  in  1979. 

Although  the  tailspin  decline  in  farm  equipment  sales  has  slowed 
somewhat,  the  outlook  remains  bleeJi:  for  this  industry.  Unit  sales 
in  1985  totaled  only  40  percent  of  those  reported  in  1979  and  have 
fallen  23  percent  since  1982. 

Each  time  a  farmer  loses  his  or  her  livelihood  and  each  time  a 
farm  is  sold  it  means  fewer  customers  for  the  products  of  our  facto- 
ries. It  also  means  that  many  used  tractors,  trucks  and  other  equip- 
ment will  be  put  on  the  market,  depressing  an  already  severely  de- 
pressed agricultural  implement  industry. 

According  to  the  Labor  Department,  one  out  of  every  five  Ameri- 
can jobs  is  tied  to  the  production,  distribution  and  purchasing  of 
food  and  fibers  and  an  additional  60,000  nonfarm  jobs  are  created 
with  each  $1  billion  in  sales. 

The  situation  is  not  hopeless.  Constructive  policies  can  be  initia^ 
ed  by  the  Federal  Government  to  deal  with  this  crisis.  The  need  for 
action,  however,  is  immediate.  In  this  time  of  crisis,  we  must  con- 
sider £dternatives  to  the  current  failed  policies.  H.R.  1425,  the  pro- 
posed Family  Farm  Act,  is  such  an  alternative.  The  UAW  stands 
proudly  with  farm  families  and  farming  communities  in  supporting 
this  legislation. 

The  Food  and  Agricultural  Policy  Research  Institute  estimates 
that  cutting  crop  reduction  to  a  more  reasonable  level  as  the 
Family  Farm  Act  proposes  to  do,  will  increase  average  farm 
income  by  70  percent  over  the  next  10  years. 
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At  the  end  of  Federal  farm  subsidies^  taxpayers  can  expect  to 
save  $72.3  billion  over  the  next  8  years  under  this  program. 

Higher  commodity  prices  may  mean  slightly  higher  prices  for 
consumers  at  the  check-out  coimter  but  the  Family  Farm  Act 
would  also  help  protect  the  poor  from  price  increases  through  its 
provisions  for  doubling  the  funds  available  for  food  assistance. 

American  unions  imderstand  that  we  must  have  commodity 
prices  that  are  high  enough  to  sustain  American  farmers.  We  know 
that  U.S.  consumers  now  pay  a  smaller  percentage  of  their  total 
income  for  food  than  anyone  else  in  the  world.  It  is  a  bargain. 

Finally,  allowing  farm  policr^  to  continue  to  its  current  path 
would  be  even  more  costly.  Billions  in  public  funds  are  spent  on 
buying  and  stormg  surplus  commodities  and  providing  farm  subsi- 
dies. Social  service  spending  to  aid  farm  families  facing  economic 
difficulties  brought  about  by  the  crisis  should  also  be  taken  into  ac- 
count. 

Mr.  Chairman,  we  appreciate  the  opportunity  to  testify  before 
jTOU  today  and  we  strongly  urge  you  to  enact  this  Farm  Family  Act 
into  legislation. 

[The  prepared  statement  of  Mr.  Stewart  appears  at  the  conclu- 
sion of  the  hearing  J 

Mr.  GucKMAN.  Thank  you  very  much.  I  want  to  thank  you  all 
for  your  testimony  today.  It  is  excellent  testimony  and  it  goes  to 
the  heart  of  the  problem  and  also  particularly  the  UAW's  testimo- 
ny indicates  to  me  that  a  bridge  has  been  made  with  the  group 
that  perhaps  not  traditionally  we  have  found  bridges  between  agri- 
cultural interest  not  because  of  any  cmimosity  but  because  of  just 
lack  of  communication  or  whatever  and  I  think  that  is  particularly 
useful. 

Dixon,  I  would  like  to  ask  you  one  question.  You  talked  about 
the  fact  that  you  don't  need  a  grain  cartel  to  implement  this  thing 
but  it  looks  to  me  as  if  the  underpinning  of  this  bill  is  a  coopera- 
tive relationship  with  other  grain  exporting  coimtries.  If  you  don't 
have  that,  the  bill  is  doomed  to  failure. 

Now  we  have  seen  in  the  past  that  other  agreements  haven't 
worked  verv  well.  I  mentioned  before,  in  tin,  in  coffee  and,  of 
course,  we  have  now  the  trade  war  that  may  be  developing  as  a 
result  of  semiconductor  chips. 

Today  I  have  heard  a  good  case  made  for  more  aggressive  supply 
management  as  part  of  the  farm  policy  but  I  wouloDe  reluctant  to 
move  ahead  on  anv  bill  unless  I  had  some  reasonable  belief  that 
other  nations  would,  in  fact,  cooperate  with  us  and  it  has  to  be 
more  than  anecdotal. 

It  has  to  be  pretty  hard  evidence  because  if  we  went  down  this 
road  and  found  that  the  French  had  their  own  ideas  which  they 
often  do  and  often  are  not  compatible  with  us  or  if  the  Canadians 
and  Argentines  and  Australians  had  their  own  ideas  and  we  were 
locked  mto  a  system  of  high  support  levels  without  dealing  with 
foreign  cheaper  goods  produced  except  through  a  whole  litany  of 
quotas  and  tariffs,  then  I  am  not  sure  that  it  would  be  ^ood  for  this 
country  particularly  in  what  we  are  trying  to  do  in  other  areas  to 
get  nations  to  lower  their  trade  barriers. 

I  guess  what  I  am  saying  is  that  it  is  kind  of  a  chicken  and  the 
egg  argument,  which  comes  first  here.  Don't  you  think  that  we 
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have  to  very  seriously  explore  whether  our  partners  in  the  world 
want  to  entertain  this  kind  of  thing  before  we  go  ahead  and  pass 
this  bill? 

Mr.  Terry.  No,  I  don't  think  it  is  necessary  to  have  those  agree- 
ments in  hand  before  this  bill  is  passed  for  a  couple  of  reasons. 
Well,  there  are  two  things  to  consider. 

On  one  hand,  how  likely  is  it  that  those  agreements  could  be  ne- 
gotiated. On  the  other  hand,  how  necessary  they  are  for  this  bill  to 
work. 

First  of  all,  with  the  dominance  that  the  United  States  does  have 
in  a  number  of  the  mcgor  exported  commodities,  we  have  a  tremen- 
dous capacity  pcu-ticularly  for  com  and  soybeans  and  wheat,  for  ex- 
ample, by  raising  our  domestic  price  to  tend  to  raise  the  world 
price  because  most  nations  peg  their  export  prices  according  to  the 
U.S.  loan  rate. 

So  because  we  have  such  a  large  portion  of  the  world  exports, 
there  is  only  so  much  market  share  that  we  can  lose.  They  have  to 
come  somewhere  and  even  if  we  would  assume  that  these  n^pytia- 
tions  would  not  be  successful,  it  would  be,  I  think,  many  years  that 
we  could  maintain  enough  of  our  market  share  that  with  the  in- 
creased prices  that  we  would  be  receiving  for  those  exports  the 
bottom  Ime  would  still  be  satisfactory,  the  bottom  line  being  the 
value  of  those  exports  even  if  we  reduce  the  volumes. 

In  fact,  FAPRI  in  1985  as  they  said  in  their  analysis  without  as- 
suming any  export  cartel  still  predicted  a  significant  increase  in 
export  value  compared  to  current  legislation.  So  that  is  the  first 
thing. 

Mr.  GucKMAN.  Aren't  you  worried  about  the  United  States  be- 
coming the  dumping  ground  for  cheap  agricultural  products  all 
over  the  world?  Isn't  that  a  real  potential  problem  without  getting 
some — and  I  am  not  saying  that  you  have  to  have  an  agreement  in 
hand  but  without  getting  a  real  cooperative  spirit  here  in  the 
world,  you  could  have  cheap  soybeans,  cheap  nee,  cheap  wheat, 
cheap  com,  I  mean  everything  just  being  dumped  in  selectively. 

You  know  the  marketplace  is  a  very  interesting  and  cruel  place 
out  there  and  I  could  see  some  of  these,  for  example,  American  ag- 
ribusiness deciding  that  it  is  in  their  best  interest  to  import  veiy, 
very  inexpensive  commodities  in  order  to  boat  the  prices  in  this 
bill.  That  worries  me. 

Mr.  Terry.  First  of  all,  there  are  antidumping  provisions  in  the 
bill.  The  bill  does  direct  the  president  to  implement  section  22  of 
current  law  not  at  discretion.  It  directs  the  President  to  implement 
section  22  which  would  keep  out  excessive  imports  and  would  pre- 
vent dumping  essentially. 

So  those  provisions  are  in  the  bill.  Again,  back  to  my  first  point 
even  assuming  complete  failure  of  international  negotiations  be- 
cause of  our  market  domincmce,  because  of  the  role  of  the  United 
States  in  the  world  market,  there  would  be  years  before  we  would 
suffer  simificantly  from  raising  our  domestic  price. 

Franldy,  those  years  of  increased  export  earnings  and  recovery 
in  the  farm  economy  would  give  us  plenty  of  time  to  negotiate 
international  agreements  or  to  do  something  else. 

Mv  second  point  is  that  it  is  likely  that  we  could  achieve  some 
level  of  negotiated  agreements  and  our  discussions  with  the  Euro- 
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peans  indicate  that  they  don't  feel  like  it  would  be  any  elaborate 
cartel  system  that  was  necessary,  some  relatively  simple  agree- 
ments on  market  shares  and  on  price  levels  could  be  fairly  easy  to 
maintain. 

Let  me  just  point  out  one  quote  from  the  French  Minister  of  Ag- 
riculture in  the  recent  January  issue  of  World  Farmers  Times, 
Francois  Guillaume  who  is  the  French  agricultural  minister  de- 
clared that  United  States  and  European  policy  had  failed  to  help 
farmers. 

He  went  on  to  say  that  he  proposes  that  leading  ^ain  producing 
nations  form  an  OPEC-like  cartel  to  force  up  samng  prices.  This 
cartel  would  try  to  prop  prices  by  holding  grain  on  the  market  and 
using  any  surplus  in  a  cooperative  program  to  feed  the  world's 
hungry. 

Mr.  Guillaume,  a  French  farmer,  known  for  aggressively  assert- 
ing his  country's  agricultural  interest  said  that  the  United  States 
would  lose  a  trade  war  since  Western  Europe  is  its  leading  market 
for  farm  products. 

We  have  clear  indications  from  the  Europeans  that  they  are 
ready  to  sit  down  and  negotiate  seriously.  Likewise,  Canadians  and 
other  major  exporters  likewise.  So  I  think  because  of  the  very  seri- 
ous nature  of  what  is  happening  in  this  country  due  to  current  leg- 
islation, the  alternative  of  taking  the  step  to  put  in  a  higher  price 
support  program  in  this  country,  I  think  the  risk  is  worthwhile. 

Tne  overall  indications  when  you  compare  the  risk  involved  in 
our  approach  to  the  risks  involved  in  continuing  on  the  current 
course,  I  think  it  is  clear  that  our  approach  is  much  less  risky. 

Mr.  GucKMAN.  Thank  you.  Mr.  Nagle,  you  were  next. 

Mr.  Nagle.  Let  me  get  into  this  a  Uttle  bit.  First  of  all,  Mr.  Stew- 
art, I  applaud  your  presence  here  and  I  applaud  your  statement  as 
I  do  every  witness  tnat  I  have  heard  so  far  in  support  of  this  legis- 
lation because  you  are  clearly  highlighting  what  I  see  in  the  Third 
Congressional  District  of  Iowa  and  that  is  that  there  is  a  mcgor 
crisis  in  agriculture  and  a  way  of  life  is  at  threat.  But  let  me  ask 
you  some  political  realities  here. 

There  is  a  joke  going  around  Iowa  right  now  that  asks  the  ques- 
tion, "Do  you  know  what  you  have  with  two  farmers  together?" 
The  answer  is,  "Three  people  fighting."  The  difficulty  sitting  on 
this  side  of  the  table  is  that  for  everv  proposal  that  comes  in  here, 
we  have  another  farm  group  that  tells  us  that  is  strictly,  absolute- 
ly, 100  percent  not  the  way  to  go. 

One  of  the  problems  confronting  Congress  and  frankly  confront- 
ing farm  States  of  Congressmen  isn't  that  we  don't  share  the  con- 
cern or  that  we  are  hecu-tless  or  any  stretch  of  the  imagination  in 
that  direction.  The  truth  is  that  we  get  such  conflicting  signals  out 
of  agriculture. 

Dixon  Terry,  you  were  at  a  meeting  I  held  in  Iowa  that  was  a 
historic  first.  The  Farm  Bureau  and  the  Iowa  Farm  Rural  Coalition 
finally  sat  down  in  the  same  room  together  and  that  was  r^arded 
as  a  major  achievement,  just  the  fact  that  we  could  get  both  of  you 
in  the  same  room. 

The  truth  is  that  there  are  reservations  moving  in  the  body 
about  tinkering  with  the  1985  Farm  Act.  It  is  a  reality  that  $3.03 
while  not  a  great  price  is  not  a  bad  price.  The  question  I  ask  is  that 
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rather  than  asking  for  the  whole  ball  pf  wax  at  once  which  is  a 
complete  adoption  of  the  Harkin-Gephardt  bill,  why  don't  we  see  if 
the  consensus  is  out  there  in  the  agricultural  community  tnat  you 
recommend  and  hold  the  referendum  to  see  if  people  support  or 
would  be  willing  to  support  that  and  then  go  from  there  if  there  is 
a  consensus  and  if  there  isn't,  then  we  have  the  answer  to  the 
question. 

If  I  understand  Harkin-Gephardt,  the  threshold  step  that  you 
want  to  take  is  you  vote  a  vote.  Why  don't  we  get  the  vote  and 
then  see  where  we  are  at.  It  may  be  an  academic  question.  After 
that,  I  don't  know.  It  may  be  thatvou  are  correct  but  it  certainly  is 
very,  very  demonstrative  to  the  Congress  and  certainly  very,  very 
helpful  in  terms  of  mobilization  if  we  had  the  vote  first. 

Why  don't  we  just  ask  for  the  vote.  Let's  get  that  and  let's  see  if^ 
in  fact,  you  are  correct. 

Mr.  Terry.  Mr.  Nagle,  I  would  point  out  that  iust  last  summer 
there  was  the  kind  of  nonbinding  referendum  that  it  seems  like 
you  are  suggesting  and  it  was  held  just  for  wheat  farmers  but  it 
was  held  in  quite  a  number  of  States  across  the  coimtry  and  the 
results  were  fairly  clear. 

A  significant  majority  in  the  wheat  producing  States,  an  ovei^ 
whelming  mcgority  of  farmers  were  supportive  of  this  program. 

Mr.  Nagle.  Then  what  is  wrong  since  the  first  step  you  want  to 
take  with  the  Harkin-Gephardt  bUl,  the  first  step  you  want  to  take 
is  mandatory  controls  for  all  agriculture,  why  don't  we  get  that 
vote?  There  should  be  nothing  to  fear  by  that  by  your  organiza- 
tions. There  should  be  nothing  to  fear  by  that  if  we  have  that  vote. 

Mr.  Terry.  I  do  not  object  to  any  referendum  among  farmers  on 
this  or  any  other  issue.  I  would  respectfully  raise  the  quration 
though  whether  this  whole — and  what  you  are  saying  is  something 
we  hear  regularly,  that  because  all  farm  groups  do  not  agree  on 
farm  policy,  then  it  is  not  possible  for  the  Congress  to  act. 

Mr.  Nagle.  No,  I  am  not  saying  that.  If  we  waited  for  that,  you 
wouldn't  have  had  a  farm  bill  since  1900. 

Mr.  Terry.  That's  right. 

Mr.  Nagle.  I  am  not  sa3ring  that.  I  am  saying  that  this  is  clearly 
a  demarcation  line  of  approach.  We  have  never  had  in  this  counti^ 
before  mandatory  controls.  Why  don't  we  get  the  vote  and  see  if 
that,  in  fact,  is  what  a  mcgonty  of  the  agricultural  community 
wants  along  the  lines  of  the  Harkin-Gephardt  bill. 

That  is  something  that  does  not  cost  any  money  to  speak  of, 
money  in  terms  of  this  institution,  that  is  something  that  gives  you 
ammunition  to  pursue  it  and  it  is  something  that  may  be  a  politi- 
cal reality  and  politically  acceptable  for  the  Congress  to  do  rather 
than  ask  for  the  whole  ball  of  wax  all  at  once. 

I  am  just  trying  to  talk  in  terms  of  real  political  realities  up 
here.  Mr.  Stewart,  Mr.  Vig,  Rabbi  Saperstein,  Mr.  Terry»  any  com- 
ment on  that? 

Mr.  Vig.  Mr.  Qiairman  and  Mr.  Nagle. 

Mr.  Nagle.  I  wish  I  were  chairman. 

Mr.  GucKMAN.  Don't  call  him  that  yet.  He  has  only  been  here  3 
months  and  he  has  alreadv  ^ven  me  enough  trouble.  [Laughter.] 

Mr.  Nagle.  I  am  the  chairman  when  the  chairman  wants  to 
leave  the  room. 
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Mr.  ViG.  I  only  did  that  in  testifying  in  the  North  Dakota  State 
house,  you  address  the  chairman  first. 

Mr.  Nagle.  Although  it  does  have  a  nice  ring  to  it.  Go  ahead. 

Mr.  ViG.  The  sugar  producers  in  my  State,  the  sugar  beet  grow- 
ers have  a  supply  management  quota  system  and  they  are  quite 
happy  with  it.  I  don't  suspect  that  they  will  come  down  here  and 
tell  you  that  they  need  things  changed.  They  have  signiticant  re- 
turns on  their  farming  operation. 

Mr.  Nagle.  Mr.  Vig,  isn't  the  jump-off  point  of  Harkin-Gephardt 
that  everyone  is  going  to  vote.  Isn't  that  the  first  step  of  the 
Harkin-Gephardt  bill? 

Mr.  Vig.  Yes. 

Mr.  Nagle.  Why  don't  we  get  that  out  of  the  way? 

Mr.  Vig.  I  agree. 

Mr.  Nagle.  Why  don't  we  just  do  that  and  find  out  where  we  are 
exactly  and  I  would  yield  to  Mr.  Terry's  point,  well,  Mr.  Chairman, 
I  heard  that  comment  and  he  said  that  the  problem  with  that  is 
what  are  they  going  to  vote  on  and  Mr.  Chairman,  I  would  submit 
that  we  split  up  the  Harkin-Gephardt  bill  and  let  them  have  a  vote 
up  or  down  since  it  is  obviously  by  what  we  have  here  in  front  of 
us  a  substantial  number  of  farm  groups  that  want  that  and  farm 
coalition  groups  and  urban  members  that  are  concerned  about, 
why  don't  we  give  a  vote  out  there?  It  doesn't  cost  a  dime. 

Well,  it  costs  a  dime  but  around  here  a  dime  isn't  very  much 
money.  What  is  wrong  with  that  approach,  gentlemen? 

Mr.  Vig.  I  don't  think  that  there  is  anything  wrong  with  it.  I 
think  we  have  nothing  to  fear  as  you  say  from  that.  The  polls  that 
we  have  taken  in  North  Dakota  record  65  percent  of  those  people 
are  in  that  category.  I  don't  think  we  would  have  an3rthing  to  fear. 

Mr.  Nagle.  Mr.  Chairman,  if  I  could  have  just  a  dialogue  with 
you,  what  I  am  saying  and  maybe  I  wasn't  clear,  what  I  am  saying 
is  let's  have  the  vote,  that  is  the  first  step  anyway,  $3.03  is  some- 
thing, I  think,  in  1987  and  I  don't  say  it  is  great,  I  don't  say  it  is 
very  good,  but  $3.03  is  something  on  corn  at  least  which  I  am  fa- 
miliar with.  I  think  you  can  live  with  it  for  one  more  year  so  let's 
get  the  vote  out  of  the  way  in  1987.  It  doesn't  require  reopening  the 
Farm  Act.  It  merely  considers  an  alternative  for  the  future. 

Mr.  GucKMAN.  If  the  gentleman  would  yield,  as  a  devil's  advo- 
cate, what  about  not  having  a  vote  at  all?  That  is,  if  you  think  that 
the  program  is  good,  why  should  there  be  a  referendum  to  it  at  all 
just  as  a  question?  You  risk  the  fact  that  folks  might  say,  "No,  we 
don't  want  it.  We  like  it  the  way  it  is  or  we  don't  like  it  the  way  it 
is  but  we  don't  like  this  alternative  either."  Have  you  ever  thought 
about  not  having  the  referendum  at  all? 

Mr.  Terry.  Yes.  We  have  considered  that  and  again,  we  just 
think  the  principle  of  letting  farmers  choose  particularly  in  a  pro- 
gram where  there  isn't  mandatory  compliance,  we  think  it  is  im- 
portant that  farmers  be  given  a  chance  to  express  their  opinion  on 
it. 

It  would  not  be  necessary  I  don't  think  for  this  program  to  be 
implemented  to  have  that  vote  but  it  is  the  consensus  of  the  farm 
groups  and  their  supporters  who  had  developed  this  proposition 
that  farmers  should  be  given  a  chance  to  make  judgment  on  this 
program  because  there  would  be  required  participation. 
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Mr.  GucKMAN.  The  gentleman  from  Iowa  is  recognized  for  an  ad- 
ditional minute. 

Mr.  Nagle.  Thank  you  and  let  me  pick  up  on  what  the  Chair- 
man said  and  I  was  trying  maybe  to  follow  the  Chairman's  track  a 
little  bit  in  terms  of  vour  saying  that  we  ought  to  have  some  signs 
that  the  cartel  would  work,  I  think  maybe  we  ought  to  have  some 
signs  as  to  whether  it  would  pass  or  not  and  the  best  way  to  do  it  is 
to  hold  the  vote. 

Let  me  also  say  to  the  panel  if  I  might  that  absent  from  your 
testimony  and  anybody  elsie's  testimony  this  morning,  I  think  the 
groups  that  you  represent,  those  that  are  in  financial  difficulty, 
also  need  help  on  the  other  hand  and  that  is  on  cost  and  that  goes 
to  credit  and  that  goes  to  carryring  on  realistic  loans  at  the  present 
time. 

I  would  only  urge  you  because  I  think  the  farm  credit  system  is 
going  to  be  looked  at  at  least  with  regards  to  the  pure  farm  credit 
system,  FmHA  and  land  banks  or  private  institutions  may  not  be 
and  I  would  solicit  your  group's  input  and  thought  and  focus  on  the 
other  half  of  the  equation  which  is  the  cost  because  as  you  bring 
cost  down,  you  can  also  bring  price  down. 

I  don't  know,  Mr.  Terry,  has  your  group  done  an3rthing  on  credit 
specifically  other  than  coupled  with  the  Harkin-Gephardt  bill? 

Mr.  Terry.  As  vou  just  said,  there  is  a  mcgor  title  in  the  Harkin- 
Gephardt  bill,  a  debt  restructuring  program  that  takes  some  of  the 
savings  that  the  bill  provides  for  and  would  put  it  into  a  program 
that  includes  mandatory  mediation  nationwide,  lender  write-downs 
and  Federal  subsidies  in  order  to  make  farmers  cash  flow. 

The  main  thing  is  to  get  the  profitability  back  in  agriculture  but 
with  the  debt  loads  out  there,  there  is  the  need  for  some  debt  re- 
structuring and  the  economists  at  the  University  of  Missouri  tell  us 
that  if  both  halves,  if  the  increase  prices  and  the  debt  restructuring 
of  this  bill  were  implemented,  more  than  96  percent  of  existing 
farmers  would  stay  on  the  lands.  So,  yes,  we  do  address  the  credit 
issue. 

Mr.  Nagle.  With  your  indulgence,  if  I  could  have  a  concluding 
comment,  listen.  The  estimates  by  the  Farm  Credit  S^tem  this 
morning  that  I  made  reference  to  are  that  we  are  gomg  to  lose 
79,000  farmers  and  167,000  loans  in  the  Farm  Credit  Sjrstem  alone 
in  the  next  year  before  Harkin-Gephardt  comes  in  and  I  don't 
think  the  credit  crisis  either  for  the  system  or  for  those  79,000 
farm  families  can  await  congressional  action  on  Harkin-Gephardt 

So  what  1  would  like  to  encourage  your  organizations  to  do  is  to 
turn  your  attention  in  part  to  that  and  give  us  your  thoughts  and 
guidance  at  the  appropriate  time  in  terms  of  what  we  can  do  to 
save  79,000  farm  families  in  the  next  year.  I  don't  want  to  wait  and 
then  come  in  1988  on  that  aspect  of  the  crisis. 

Thank  you  very  much.  I  didn't  mean  to  be  antagonistic. 

Mr.  GucKMAN.  Mr.  Jontz. 

Mr.  Jontz.  Thank  you,  Mr.  Chairman.  I  want  to  also  extend  a 
special  welcome  to  Mr.  Stewart  and  add  that  we  have  a  few  auto 
workers  across  the  line  in  Indiana  in  my  congressional  district  of 
Kokomo  and  Marion  and  other  communities  and  they  are  very  sen- 
sitive to  what  is  happening  in  rural  Indiana  with  the  farm  econo- 
my and  I  feel  certain  that  the  opinion  you  expressed  today  would 
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be  the  opinion  I  would  hear  from  most  all  of  those  residents  in  my 
district  were  they  to  be  polled  about  this  issue. 

I  want  to  ask  the  panel,  whoever  would  chose  to  respond,  to  ad- 
dress this  issue.  It  seems  key  to  me  in  this  debate  that  there  is 
some  assurance  in  moving  forward  with  this  legislation  that  we 
can  protect  our  export  markets  and  I  don't  see  the  issue  as  a  ques- 
tion of  having  markets  or  price  but  rather  having  markets  and 
price. 

I  am  not  convinced  that  we  have  price  now  and  that  is  what  this 
legislation  directs  itself  to  but  whether  putting  aside  the  idea  of  a 
cartel  arrangement  for  the  near  future,  would  it  be  your  opinion 
that  given  that  we  are  now  spending  $26  billion  on  the  commoditv 
programs  and  we  have  some  of  those  resources  that  would  be  avail- 
able that  we  have  a  year  and  half  supply  of  com  and  a  year  of 
wheat  supply  out  there,  are  we  in  a  situation  where  we  can  eflFec- 
tively  implement  some  sort  of  a  two-tiered  pricing  system  or  what- 
ever it  takes  to  keep  our  export  markets  for  the  foreseeable  future 
until  we  can  get  some  kind  of  an  increase  in  grain  prices  at  the 
world  level  so  that  we  can  have  both  markets. 

Can  we  do  that  with  the  resources  that  we  have  in  this  countnr 
and  how  can  we  assure  everybody  that  those  export  markets  will 
be  there  until  such  time  as  we  can  get  a  little  more  stability  at  the 
world  price  supply  and  demand  situation? 

Anybody  like  to  address  it? 

Mr.  Terry.  Yes.  Mr.  Jontz,  the  supporters  of  the  Harkin-Gep- 
hardt  bill  feel  very  much  that  we  can  both  have  higher  prices  and 
maintain  our  export  markets.  The  two-tier  alternative  we  do  not 
feel  is  a  viable  alternative  for  a  couple  of  reasons. 

First  of  all,  to  maintain  a  two-tier  price  support  svstem  would  in- 
volve excessive  cost  to  the  government.  It  would  make  the  in- 
creased prices  that  we  provide  for  in  this  country  very  expensive  to 
maintain  in  order  to  lower  those  prices,  subsidize  them  down  to 
world  market  levels  so  it  would  greatly  increase  the  cost  of  this  bill 
and  thereby  reduce  some  of  the  attractiveness  of  this  approach. 

Secondly,  we  have  a  basic  problem  with  that  across-the-board 
subsidy  that  a  two-tier  price  system  involves.  To  do  that,  to  keep 
our  prices  lower,  lower  them  even  more,  would  simply  exacerbate 
the  trade  war  that  is  developing  in  this  world  right  now  and  would 
tend  to  interfere  with  the  climate  of  negotiation  that  is  developing 
out  there  with  some  of  the  major  exporting  countries. 

The  whole  concept  of  a  two-tier  price  system  that  maintains  that 
low  price  internationally,  we  have  a  philosophical  problem  with  be- 
cause it  is  these  low  prices  that  is  really  increasing  the  problem  of 
hunger  in  the  world  as  we  undermine  the  domestic  agricultural 
systems  of  Third  World  and  developing  countries  around  the  world. 

So  we  have  basic  problems  with  the  two-tier  approach  but  we  do 
believe  that  we  can  maintain  export  markets  with  a  higher  domes- 
tic price  as  we  have  said. 

Mr.  Jontz.  Through  the  cartel? 

Mr.  Terry.  The  best  option  would  be  to  negotiate,  not  necessarily 
a  full-blown  cartel  but  at  least  some  minimal  orderly  marketing  ar- 
rangements among  the  major  exporters  but  short  of  that,  there  is  a 
provision  included  in  the  bill  and  it  is  a  PIK  subsidy  provision  that 
we  call  the  PIK  hammer  and  that  is  if  these  negotiations  do  not 
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work  out,  if  there  are  indeed  nations  that  attempt  to  take  advan- 
tage of  our  higher  domestic  price  and  undercut  us  and  take  away 
some  of  our  traditional  markets,  then  we  would  use  our  surplus 
stocks  on  hand  in  a  PIK  export  subsidy  program  not  across-the- 
board,  not  to  create  a  two-tier  price  system  but  in  a  very  targeted 
rifle  approach. 

We  would  target  the  markets  of  those  offending  countries  and 
use  our  tremendous  surpluses  as  a  lever  to  force  them  to  the  nego- 
tiating table  or  at  least  to  force  them  to  back  off  from  their  unfair 
practices. 

So  that  is  a  distinct  difference  from  a  two-tier  approach. 

Mr.  JoNTZ.  I  understand  that  distinction  and  I  guess  obviously  if 
a  targeted  system  would  work,  if  a  rifle  system  would  work  and  we 
could  save  the  money  and  not  have  to  create  the  problems  with  the 
developing  countries  that  continuing  low  prices  do,  I  would  be  in 
favor  of  that. 

But  I  guess  the  question  is,  if  and  I  would  think  it  would  be  a  lot 
easier  to  sell  the  idea  of  the  legislation  if  we  had  some  sort  of  a 
plan  to  use  whatever  was  necessary  to  keep  those  exports  and  if  we 
can  reach  agreement  with  other  countries,  great,  that  is  the  cheap- 
est way  to  do  it  and  we  have  to  use  export  bonus  programs,  fine, 
and  if  we  have  to  subsidize  on  an  across-the-board  manner  to  keep 
markets  for  the  foreseeable  future,  that  we  would  do  that  and  I 
would  think  we  would  still  be  ahead. 

I  guess  I  am  looking  for  some  sort  of  a  fall  back  position  so  that 
we  would  have  some  assurance  that  we  would  have  both  price  and 
markets. 

Mr.  ViG.  I  think  this  country  can  afford  to  keep  its  exports.  Like 
you  say,  the  grain  agreements  would  be  the  cheapest  route,  howev- 
er from  my  standpoint  as  a  farmer  I  would  prefer  not  to  have 
export  subsidies  run  through  my  operation.  If  we  need  to  export, 
then  let's  subsidize  exporting  companies  not  farmers.  Let's  put 
value  into  my  production,  into  the  things  that  I  produce  and  then 
if  those  companies  need  to  be  subsidized,  let's  subsidize  them. 

Mr.  JoNTZ.  Well,  I  don't  think  we  are  disagreeing  about  that. 

Mr.  GucKMAN.  Yes,  Mr.  Stewart,  go  ahead. 

Mr.  Stewart.  I  am  not  expert  on  worldwide  agricultural  trade 
but  just  as  a  personal  observation,  I  was  in  Japan  in  January  and  I 
was  reading  where  the  price  of  rice  in  Japan  is  nine  times  the 
world  market  because  they  protect  that  very  small  rice  industry  in 
the  country. 

I  went  around  to  different  grocery  stores  in  Tokyo  and  beef  runs 
from  $25  to  $30  per  pound.  I  understand  that  we  could  deliver  it 
there  for  much  less  and  we  are  limited  to  2  ounces  per  person  per 
year  or  some  ridiculous  figure. 

Grapefruit  in  Tokyo  runs  from  800  to  1,000  yen,  you  are  tcdking 
between  $5  and  $6.50  for  a  grapefruit,  the  tobacco  prices  and  the 
limitations  and  so  forth.  It  just  seems  to  me  that  there  is  a  lot  of 
room  if  you  look  at  the  overall  trade  situation  especially  with  us  in 
Japan  and  we  use  that  example  so  often,  there  is  a  lot  of  room  for 
negotiations  with  that  country  and  I  would  be  very  surprised  if  a 
lot  of  the  same  things  don't  hold  true  to  other  countries  around  the 
world  who  have  massive  trade  surplus  with  us  and  yet  restrict  our 
agricultural  products  from  coming  into  their  country. 
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It  seems  to  me  that  when  we  have  those  kinds  of  situations,  we 
should  be  in  a  good  bargaining  situation  especially  if  we  do  enact 
an  effective  trade  bill  in  this  country  in  this  session  of  the  Con- 
gress. I  think  that  we  can  combine  the  two  efforts  and  totally  it 
would  come  out  probably  as  quite  a  ballgame. 

Mr.  JoNTZ.  My  time  has  expired,  Mr.  Chairman. 

Mr.  GucKMAN.  Mr.  de  la  Garza,  do  you  have  any  comments  or 
would  you  like  to  make  a  statement,  Mr.  Chairman? 

REMARKS  OF  HON.  E  (KIKA)  de  la  GARZA,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  TEXAS 

The  Chairman.  Thank  you,  Mr.  Chairman.  I  want  to  thank  the 
witnesses  for  being  here  and  helping  us  out.  I  would  like  to  make 
just  one  point.  In  an  earlier  discussion  that  I  had  with  a  prior  wit- 
ness and  for  some  of  the  witnesses  that  may  have  been  here,  I  men- 
tioned that  I  was  the  author  of  the  1985  Farm  Act,  but  what  we 
didn't  mention  was  that  I  only  had  the  engine  and  the  caboose. 

The  way  that  the  legislation  worked  out  was  that  each  subcom- 
mittee— the  chairman  and  the  members  of  the  subcommittee  pro- 
vided the  input  for  that  basic  commodity  so  that  we  had  the  Cotton 
Subcommittee  work  out  consensus  within  the  subcommittee;  rice, 
the  same  way;  feed  grains,  the  same  way;  peanuts,  the  same  way; 
research,  the  same  way;  credit,  the  same  way;  conservation,  one  of 
the  best  very  novel  and  innovative  areas,  what  we  call  the  sod- 
buster,  very  good  constructive  legislation  was  incorporated  into 
that  Farm  Act. 

So  it  pains  me  when  somebody  comes  and  says,  "The  farm  bill 
isn't  working*'  when  you  are  speaking  of  basically,  only  one  part.  I 
was  reading  Mr.  Stewart's  testimony,  and  you  dedicate  your  testi- 
mony solely  to  wheat  and  corn  basically,  but  you  say  the  policies 
failed.  Well,  you  do  mention  rice. 

But  you  say  that  the  policies  failed  and  then  this  so-called  "Save 
the  Family  Farm",  the  family  farm  in  my  area  is  fruits,  vegetables, 
could  be  a  few  cows,  could  be  peanuts,  could  be  pecans,  so  we  are 
juxtapositioning  family  farm,  we  are  giving  a  name  to  something 
that  isn't  for  the  sake  of  sensationalism  and  some  areas  are  work- 
ing and  one  area  may  not  be  working. 

We  have  only  had  one  crop,  but  we  have  had  some  people  who 
wanted  another  program  when  it  failed.  They  were  against  what 
passed,  so  today  they  say  it  isn't  working. 

I  am  taking  the  position  that  I  don't  know  what  is  going  to  be 
the  end  result  that  I  have  to  take  to  the  floor,  but  the  problem  is 
that  we  have  to  go  to  the  floor  and  get  218  votes  from  a  multiplici- 
ty, and  we  are  not  going  to  do  it  with  a  divided  agricultural  sector 
and  we  are  not  going  to  do  it  by  pointing  the  finger  at  each  other 
and  we  are  not  going  to  do  it. 

Rather,  I  think  we  should  be  pointing  the  finger  at  what  is  work- 
ing so  that  we  can  emphasize  more  the  area  that  isn't,  rather  than 
just  blasting  or  painting  with  a  wide  brush,  because  if  the  farmer 
doesn't  have  any  money,  he  is  not  going  to  buy  your  pick-up  or 
your  car  or  the  tractors.  They  are  not  going  to  pay  their  bills. 

That  is  where  it  begins  and  this  is  what  we  need  to  work  at,  but 
you  have  debtor  nations.  Across  the  hall,  we  have  trade  hearings, 
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and  the  trade  hearings  say  that  one  answer  is  don't  let  anything 
come  in.  The  other  answer  is  make  Japan  open  up  to  everything, 
and  it  is  not  so  simple. 

Legislation  is  the  art  of  the  possible,  and  we  have  to  convince  a 
lot  of  other  people  what  the  consensus  is  and  what  we  need  to 
have.  Goodness  knows  we  have  problems,  but  I  just  want  to  men- 
tion briefly  about  Japan. 

I  tell  the  Ambassador  for  Trade,  he  says,  "No,  that  is  not  so"  but 
I  am  speaking  with  a  Japanese  official  and  he  savs,  "Look,  if  to- 
morrow we  opened  up  for  beef,  period,  anybody  who  wants  to  sell 
beef  can  sell  in  Japan,  tomorrow  anything  you  want  of  beef,  any 
amount  you  want,"  he  said,  "first,  we  would  go  to  Okinawa,  then 
we  would  go  to  Taiwan,  then  we  would  go  to  the  Philippines,  then 
we  would  go  to  Indonesia,  then  we  would  go  to  New  Zealand,  then 
we  would  go  to  Australia,  then  we  would  go  to  Mexico,  then  we 
would  go  to  Brazil,  then  we  would  go  to  Ecuador,  then  we  would  go 
to  Argentina,  then  we  would  go  to  the  European  Community,  then 
we  would  go  to  some  African  countries."  He  said,  "You  would  sell 
us  less  than  you  are  selling  now  under  the  quota  that  you  complain 
so  vehemently  about." 

Now  I  don  t  know  if  the  gentleman  is  right  or  not,  but  it  sure 
sounds  like  it  could  be  right.  So  we  have  to  be  very  careful  what 
steps  we  take  to  see  that  we  don't  open  up  the  whole  thing  and  lose 
the  share  that  we  have  now.  This  is  what  we  have  to  do,  and  we 
are  trying  to  sell  grains  to  the  Russians. 

There  is  a  group  that  says,  "Don't  sell.  They  are  Communists 
and  we  shouldn't  do  anything  to  help  the  Communists."  There  is  a 
group  that  says,  "We  have  to  sell  to  whoever  buys"  and  I  personal- 
ly feel  that  I  would  rather  take  their  money  than  have  them  put  it 
into  missiles  or  something  else.  If  we  have  the  product,  we  have  got 
to  sell  it.  I  guess  what  I  am  trying  to  say — and  these  hearings  will 
be  very  helpful  to  us — is  that  we  need  to  get  the  spectrum  of  where 
we  are  and  then  get  consensus  and  not  get  polarized,  because  I 
knew  nothing  of  wheat  when  I  came  to  Congress  and  then  I  felt 
wheat  was  wheat.  Lo  and  behold,  it  wasn't. 

Then  I  had  to  learn  about  summer  fallow  and  hard  red  winter 
wheat,  and  the  Oregon  fellows  and  the  Washington  fellows  don't 
think  the  same  as  the  Kansas  and  Nebraska  fellows  and  they  don't 
think  the  same  as  the  Oklahoma  fellows  and  now  we  have  wheat 
even  in  my  congressional  district.  It  is  used  for  feed  now,  but  it  has 
an  impact. 

So  we  have  to  have  a  consensus  that  eventually  will  get  218 
votes.  I  wanted  to  bring  that  out  to  ask  for  your  continued  coopera- 
tion and  thoughts  on  not  how  we  can  get  your  way,  but  how  we  can 
help  American  agriculture  with  something  that  can  pass  the 
House,  that  can  pass  the  Senate,  that  can  get  signed  by  a  President 
who  isn't  too  agreeable  to  what  we  are  trying  to  do.  And  if  it  isn't 
signed,  it  is  very  difficult  to  get  two-thirds  of  the  Members  of  the 
House  and  Senate  to  override  a  veto.  We  can  make  a  few  politick 
points  but  we  haven't  helped  the  farmer. 

So  the  constraints  are  in  this  subcommittee,  where  probablv  you 
need  nine  votes.  In  the  full  committee,  you  need  23.  In  the  House, 
you  need  218.  In  the  Senate,  9  or  10  and  then  51  and  then  if  tbe 
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President  doesn't  sign,  you  need  two-thirds  of  those  present  and 
voting  to  get  consensus. 

Otherwise,  we  would  have  done  it  all  for  naught  and  we  wouldn't 
have  helped  anyone.  And  the  sad  thing  is  that  I  had  a  young 
farmer  who  sat  in  my  office — and  this  was  mentioned  by  Mr.  Nagle 
a  minute  ago — saying,  "I've  got  to  have  help  now,  now,  now,  now, 
now.  You  have  to  pass  the  Harkin-Gephardt  bill  now." 

Well,  if  we  passed  it  right  now  and  the  President  signed  it  right 
now,  it  won't  help  him  right  now.  It  is  one  crop  year  away.  So  we 
have  to  go  on  a  dual  track:  how  can  we  help  him  now  with  the 
credit  or  with  restructuring  or  the  problems  that  he  has  now  while 
we  are  working  on  the  other  track  with  the  longer-term  problems 
of  the  commodity. 

Someone  had  made  him  believe  that  if  you  pass  this  legislation, 
it  helps  him  right  now  this  week;  but  it  won't.  It  is  one  crop  year, 
maybe  two,  away  with  regulations  and  implementing  regulations 
and  all  of  that.  So  it  is  very  difficult.  It  is  sad  and  frustrating  and  I 
hope  that  you  understand  that  all  of  the  members  are  good  and 
conscientious  members  trying  to  help  as  best  God  gives  us  the  abili- 
ty. We  all  have  our  provincial  interests,  and  if  each  one  doesn't  get 
re-elected,  he  is  not  going  to  do  any  good  from  the  area  he  repre- 
sents, so  in  the  back  of  his  mind  he  has  to  get  the  re-election  out  of 
the  way. 

But  the  most  difficult  part  is  the  consensus,  and  if  we  polarize 
into  "I  get  my  way  or  nothing,"  you  wind  up  with  nothing,  and  it  is 
a  terrible  problem.  The  chairman  seems  to  have  deserted  the  sub- 
committee. We  have  a  vote.  I  think  there  will  be  no  more  questions 
for  you  gentlemen,  so  I  will  in  his  name  dismiss  you  with  his 
thanks  and  our  thanks  for  your  contributions,  especially  the  gentle- 
man from  the  UAW. 

We  welcome  that  sector  coming  in  and  working  with  us  and  we 
hope  that  all  of  organized  labor  and  our  friends  from  other  seg- 
ments of  industry  come  in  and  that  you  don't  polarize  into  one  spe- 
cific area  but  that  you  help  get  that  consensus  that  we  need. 

I  am  sure  that  we  will  be  back  soon  for  the  next  panel.  The  sub- 
committee will  stand  in  recess  until  the  chairman  returns.  Thank 
you. 

[Recess  taken.] 

Mr.  GucKMAN.  I  understand  that  there  is  a  witness  who  has  to 
make  a  4  o'clock  flight,  Mr.  Dick  Ekstrum,  who  is  president  of  the 
South  Dakota  Farm  Bureau  Federation  and  I  would  be  glad  to  ac- 
commodate Mr.  Ekstrum  if  he  can  do  his  statement  fairly  quickly 
if  possible.  Why  don't  we  go  ahead  and  take  you  on  right  now  and 
then  we  will  go  back  to  our  other  panel.  That  you,  you  ought  to 
just  give  your  statement  and  ought  to  get  out  of  here  by  about  3:15 
just  to  make  sure  that  you  make  your  airplane. 

Mr.  Ekstrum.  My  flight  is  4:30  so  I  have  a  little  more  time. 

Mr.  GucKMAN.  AH  right. 

STATEMENT  OF  RICHARD  EKSTRUM,  PRESIDENT,  SOUTH 
DAKOTA  FARM  BUREAU  FEDERATION 

Mr.  Ekstrum.  Thank  you  very  much,  Mr.  Chairman.  I  appreciate 
that  and  we  certainly  appreciate  the  opportunity  to  present  the 
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views  of  the  American  Farm  Bureau  Federation  regarding  manda- 
tory production  controls. 

My  name  is  Richard  Ekstrum.  I  am  president  of  the  South 
Dakota  Farm  Bureau  Federation  and  I  farm  near  Kimball  and  we 
raise  com,  oats,  hogs  and  cattle  in  our  farming  operation  there 
which  is  a  family  farm  operation,  no  hired  help  whatsoever. 

I  am  also  a  member  of  the  board  of  directors  of  the  American 
Farm  Bureau  Federation,  which  is  the  Nation's  largest  general 
farm  organization. 

I  might  indicate  that  I  will  try  to  summarize  the  written  state- 
ment that  you  have  and  I  will  not  read  the  entire  statement 

Mr.  GucKMAN.  Your  entire  statement  will  appear  in  the  record. 

Mr.  Ekstrum.  Thank  you.  The  Farm  Bureau  strongly  opposes  the 
adoption  of  mandatory  production  controls  for  wheat,  feed  grains, 
soybeans  and  other  major  agricultural  commodities  because  such  a 
program  is  in  conflict  with  this  most  basic  expression  of  our  beliefs 
regarding  economic  progress. 

Our  policy  specifically  states,  ''We  are  strongly  opposed  to  any 
type  of  mandatory  production,  acreage  control  or  marketing 
quotas.  Programs  that  require  mandatory  production  or  marketing 
controls  will  destroy  farm  exports." 

As  farm  producers  we  resent  the  implication  inherent  to  manda- 
tory control  programs  that  Government  is  better  able  to  respond  to 
market  conditions  than  individuals  who  produce  for  that  market 

It  would  be  tempting  to  end  my  statement  at  this  point,  but  we 
believe  that  we  must  respond  to  positions  that  have  been  presented 
to  you  in  support  of  the  mandatory  production  control  proposals. 

Farm  Bureau  supported  the  1985  farm  bill  to  provide  protection 
of  producer  income,  export  market  competitiveness  and  voluntary 
stocks  reduction  programs.  These  three  major  objectives  of  domes- 
tic agricultural  policy  are  the  goals  necessary  to  focus  on  the  prob- 
4ems  that  face  farmers. 

For  the  most  part,  we  believe  the  Food  Security  Act  of  1985  is 
working  and  should  be  allowed  to  function  as  designed  rather  than 
proposing  drastic  changes  during  the  first  marketing  year  in  which 
it  is  in  effect. 

It  is  important  to  note  that  the  1985  farm  bill  did  not  create  the 
problems  facing  many  farmers  today.  Given  the  time,  we  believe  it 
will  work.  The  cumulative  effect  of  past  farm  policy  cannot  be 
reserved  immediately. 

Please  allow  me  to  elaborate  our  position  to  the  specific  issues 
involved  in  mandatory  control  programs  on  a  point-by-point  basis. 

One,  income  of  farm  program  producers.  Mandatory  control  pro- 
grams are  predicated  on  the  idea  that  farm  income  will  be  in- 
creased through  parity  based  prices  rather  than  current  market 
prices. 

In  order  to  sustain  increased  net  farm  income  under  such  a  pro- 
posal, one  must  assume  that  commodity  users  will  continue  to  pur- 
chase our  production  at  higher  prices.  This  ignores  the  ability  of 
livestock  producers  and  export  markets  to  substitute  other  prod- 
ucts for  traditional  feed  stocks  and  food  commodities. 

In  addition  to  substitute  products,  other  suppliers  will  be  sought 
regardless  of  import  restrictions  and  market  limitations.  The  eco- 
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nomic  incentive  to  circumvent  the  program  is  large  enough  that 
suppliers  and  consumers  would  be  forced  to  seek  alternatives. 

Two,  livestock  producer  impact,  all  analyses  show  the  livestock 
s^ment  of  the  farm  economy  sufiTering  severe  reductions  as  a 
result  of  the  mandatory  control  proposals. 

This  is  clearly  an  example  of  the  negative  consequences  on  one 
segment  of  agriculture  as  a  result  of  attempts  to  increase  the  bene- 
fits of  program  crop  producers. 

Three,  referendum,  proponents  of  mandatory  controls  have  pro- 
moted the  idea  that  such  proposals  would  not  take  effect  unless  ap- 
proved by  producers  in  a  referendum  process.  There  serious  prob- 
lems exist  with  the  referendum  concept. 

First,  it  does  not  allow  producers  or  individuals  who  are  impact- 
ed by  mandatory  controls  an  opportunity  to  vote. 

Second,  chaos  would  result  if  producers  of  one  commodity  voted 
to  impose  mandatory  production  controls  while  related  industries 
rejected  them.  The  cross-commodity  interaction  that  normally 
occurs  in  the  marketplace  would  be  completely  disrupted. 

Third,  our  representative  form  of  government  does  not  provide 
individuals  the  right  to  determine  the  level  of  direct  government 
support  through  the  referendiun  process. 

Four,  trade  implications,  mandatory  production  control  proposals 
rely  on  extremely  costly  export  subsidies  or  export  cartel  arrange- 
ments. Both  of  these  ideas  would  prove  disastrous  for  American  ag- 
riculture and  world  trade. 

Export  subsidies  would  not  only  cost  $9  to  $10  billion  annually 
and  thus  make  controls  at  least  as  costly  as  the  current  program, 
but  would  also  create  a  contraction  of  world  trade  and  would  elicit 
protectionist  responses  as  well  as  increased  use  of  export  subsidies 
by  other  nations. 

This  reversal  in  the  U.S.  commitment  to  expanding  mutually  ad- 
vantageous forms  of  trade  would  result  in  worldwide  economic  re- 
cession or  depression. 

As  an  alternative  to  the  export  subsidies  and  import  barriers, 
proponents  of  mandatory  controls  have  proposed  the  use  of  com- 
modity cartel  agreements.  Such  cartels  have  never  been  successful 
in  the  past.  While  attempting  to  make  cartels  work,  the  largest 
producer  in  a  cartel  must  curtail  output  in  order  to  entice  smaller 
producers  to  remain  active  participants  in  the  cartel. 

The  United  States,  as  the  major  supplier  of  agricultural  exports, 
would  need  to  drop  its  market  shares  to  very  low  levels.  Cartels  are 
defined  as  an  unfair  trade  practice  in  most  current  versions  of  the 
omnibus  trade  legislation. 

Five,  carryover  supplies.  Recent  analyses  of  mandatory  control 
proposals  have  projected  that  they  would  achieve  no  reduction  in 
our  current  burdensome  carryover  stock  levels.  Agricultural  prices, 
under  market  conditions,  simply  cannot  respond  in  a  positive  fash- 
ion unless  carryover  stocks  are  reduced. 

Adoption  of  a  mandatory  control  law  will  not  repeat  the  most 
basic  economic  law  which  relies  on  supply  and  demand  to  set 
prices.  With  continuation  of  large  carryover  stocks,  the  prices  guar- 
anteed under  mandatory  control  programs  can  never  be  achieved 
in  the  marketplace. 
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Six,  maximum  acreage  reduction  requirements,  current  versions 
of  the  mandatory  control  programs  propose  that  no  farmer  will 
need  to  set  aside  more  than  35-percent  of  his  acreage.  Recent  stud- 
ies show  that  this  is  grossly  insufficient  to  reduce  carryover  sup- 
plies. 

Therefore,  a  mandatory  control  program  with  a  35-percent  limit 
would  become  much  more  costly  than  projected  or  through  legisla- 
tive amendment,  the  maximum  set-aside  requirement  would  have 
to  be  raised  to  levels  that  would  be  necessary  to  balance  supply  and 
demand. 

Seven,  budget  impact,  the  high  cost  of  the  export  subsidies 
needed  to  move  the  excess  production  into  trade  channels  runs  the 
cost  of  mandatory  controls  beyond  the  cost  of  the  present  program. 

Eight,  young  farmer  impact,  one  of  the  key  considerations  that 
never  gets  discussed  is  that  the  ultimate  cost  of  allotments  and 
quotas  would  become  input  costs  to  those  young  people  trying  to 
get  started  in  farming.  This  added  cost  would  render  their  produc- 
tion uncompetitive  relative  to  those  who  were  blessed  with  a  Gov- 
ernment issued  francMse  to  produce  and  sell.  Farming  needs  good 
young  producers  in  order  to  maintain  its  vitality. 

Nine,  examples  of  similar  programs,  American  agriculture  has 
never  adopted  a  mandatory  control  program  exactly  like  that  pro- 
posed by  Senator  Harkin.  There  £u:e  examples  of  similar  programs 
in  effect  in  U.S.  history  and  in  other  nations.  None  have  been  par- 
ticularly successful. 

During  the  1950's  and  1960's  restrictive  agricultural  programs  in 
the  United  States  resulted  in  excessively  high  carryover  stocks,  re- 
duced participation  in  world  trade  and  a  decline  in  the  number  of 
family  farms  from  nearly  6  million  to  less  than  3  million. 

This  experiment  in  government  planning  could  hardly  be  called 
a  successful  program  or  one  designed  to  save  family  farms. 

Another  example  that  should  be  evaluated  is  the  European  Com- 
munity's Ck)mmon  Agricultural  Policy.  Such  a  program,  providing 
high  domestic  prices  and  massive  export  subsidies,  has  been  ex- 
tremely costly  to  economic  growth  and  higher  living  standards  in 
the  European  Ck)mmunity,  has  resulted  in  excessive  levels  of  caxry^ 
over  stocks  and  has  worsened  trade  problems  between  the  Commu- 
nity and  other  competing  export  nations  including  the  United 
States. 

In  conclusion.  Farm  Bureau  views  the  adoption  of  mandatory 
controls  as  a  disastrous  policy  for  farm  program  crop  producers, 
livestock  producers,  nonprogram  crop  producers,  young  farmers 
and  ranchers,  agricultural  exports  and  the  economy  as  a  whole. 
This  kind  of  a  program  has  been  attempted  and  has  never  been 
successful.  Such  a  proposal  violates  too  many  basic  economic  prin- 
ciples to  succeed. 

I  am  surprised  that  the  proponents  of  mandatory  production  con- 
trols generally  have  been  those  who  have  been  the  most  critical  of 
U.S.  government  handling  of  agricultural  policy  under  both  Demo- 
cratic and  Republican  administrations. 

It  seems  illogical  that  the  response  to  poorly  managed  Govern- 
ment programs  in  the  past  should  be  to  increase  the  government 
power  to  intervene  in  agriculture  on  such  a  grand  scale. 
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Proponents  of  mandatory  production  controls  offer  the  enticing 
lure  of  higher  prices  as  a  means  of  achieving  greater  farm  income. 
Farm  Bureau  believes  that  the  benefits  of  this  program  are  an  illu- 
sion. The  reality  is  that  American  farmers  would  suffer  irreparably 
from  the  adoption  of  mandatory  production  controls. 

Thank  you  for  the  opportunity  to  testify. 

[The  prepared  statement  of  Mr.  Ekstrum  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  GucKBAAN.  Thank  you,  Mr.  Ekstrum.  Let  me  ask  you  some- 
thing. Do  you  believe  that  the  1985  farm  bill  is  working  and  are 
your  members  happy  about  it? 

Mr.  Ekstrum.  I  think  to  an  effect,  yes,  it  is  working.  It  is  not  the 
total  answer.  It  is  not  complete.  It  is  not  the  answer  to  everyone's 
problems  or  anything  like  that  but  I  think  we  have  to  take  a  look 
at  it  in  the  total.  It  has  not  had  a  chance  to  work  until  the  produc- 
tion came  in  in  the  fall  so  we  really  haven't  had  a  whole  lot  of  time 
for  it  to  work. 

But  there  are  some  really  good  things  about  it.  One,  it  puts  some 
up-front  money  into  the  pockets  of  farmers  and  they  don  t  have  to 
go  to  the  bank  or  some  other  lending  institution  to  get  some  more 
money  to  start  out  with. 

Two,  I  think  we  are  seeing  a  gross  volume  increase  of  agricultur- 
al exports.  That  is  a  very  positive  sign. 

Mr.  GucKMAN.  At  lower  dollar  values. 

Mr.  Ekstrum.  Yes. 

Mr.  GucKMAN.  Substantially  lower  dollar  values. 

Mr.  Ekstrum.  Yes,  no  question  about  it,  at  lower  dollar  value  but 
increase  in  volume. 

Mr.  Guckman.  So  what?  So  we  are  selling  more  and  getting  less. 
Is  that  good? 

Mr.  Ekstrum.  The  thing  is  that  we  have  to  clean  out  the  bins. 
We  have  to  clean  out  the  warehouses.  We  can't  expect  prices  to 
rise  until  we  clean  out  the  tubes. 

Mr.  Guckman.  Well,  Mr.  Ekstrum,  let  me  just  tell  you  it  is  kind 
of  interesting,  the  staff  of  the  committee  gave  me  an  analysis  of 
carryover  stocks  at  the  end  of  the  1985  farm  bill  and  even  conserv- 
atively figured,  it  appears  that  we  will  end  with  higher  carryovers 
than  we  started. 

That  concerns  me  a  lot.  It  is  almost  like  we  haven't  even  made  a 
dent  in  the  problem.  How  would  you  respond  to  the  fact  that  it 
hasn't  done  what  we  wanted  it  to  and  this  is  after  working,  let's 
say,  4  years. 

Mr.  Ekstrum.  You  say  at  the  end  of  the  term  of  the  1985  farm 
bill  in  1990. 

Mr.  Guckman.  At  the  end  of  1990,  at  least  in  corn  and  wheat, 
you  see  I  think  we  do  have  to  focus  on  com  and  wheat  because  the 
other  programs,  there  is  a  different  feeling  out  there  in  the  coun- 
tryside about  whether  we  would  want  to  go  with  this  kind  of  a  pro- 
gram but  with  respect  to  the  grains,  it  doesn't  seem  to  be  bringing 
the  stocks  down  at  all  and  we  are  at  a  35  percent  acreage  reduction 
program  now. 

It  doesn't  seem  to  be  doing  a  lot  to  get  that  down.  Part  of  the 
reason  it  is  not  doing  a  lot  is  our  foreign  competitors  haven't  re- 
duced their  production  at  all.  I  appreciate  your  statement  and  I 
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think  that  you  have  stated  clearly  in  a  well-outlined  fashion  your 
opposition  to  this  proposal  and  it  is  not  unexpected  and  I  am  not 
sure  that  perhaps  a  majority  of  the  full  committee  might  not  agree 
with  you,  but  I  think  that  we  have  an  obligation  to  try  to  look  for 
other  options  that  might,  in  fact,  reduce  surpluses  and  begin  the 
process  of  building  price. 

Otherwise,  we  face  a  farm  bill  that  could  end  up  costing  us  so 
much  money  that  it  is  going  to  get  a  backlash  in  urban  America. 

Let  me  ask  you  this  question.  Does  the  American  Farm  Bureau 
oppose  the  administration's  proposal  to  cut  target  prices  10  per- 
cent? 

Mr.  Ekstrum.  Yes.  We  say  stick  with  what  is  in  the  act,  yes,  that 
is  correct.  May  I  respond  to  your  comment  with  respect  to  carry- 
over supplies  at  the  end  of  the  1990? 

Mr.  GucKMAN.  Sure. 

Mr.  Ekstrum.  I  have  a  staff  person  here  and  I  was  just  handed 
some  figures  with  respect  to  what  it  would  be  under  the  present 
farm  bill  versus  what  it  would  be  under  the  Harkin  proposal. 

The  indication  here  is  that  it  would  be  greater  in  all  commodities 
except  cotton  under  the  Harkin  proposal,  the  carryover  would  be 
greater  than  it  would  be  under  the  present  farm  bill. 

Mr.  GucKMAN.  I  think  that  we  have  begun  the  process  today  to 
analyze  the  concept  of  more  aggressive  supply  management  and 
some  people  believe  the  1985  farm  bill  is,  in  fact,  a  mandatory  bill. 
You  would  be  crazy  not  to  participate  in  it. 

But  we  appreciate  the  Farm  Bureau's  opinion  on  this  thing  and 
we  will  continue  to  consult  with  you  on  issues  as  we  deal  with  this 
concept  as  we  move  forward  with  this. 

I  would  say,  however,  that  I  do  believe  that  we  have  an  obliga- 
tion to  do  more  than  just  totally  close  our  eyes  and  let  this  thing 
play  itself  out  for  4  more  years  because  if  it  doesn't  look  like  it  is 
producing  reasonable  results  or  the  projection  is  that  it  is  not  going 
to  produce  reasonable  results,  then  we  have  an  obligation  to  our 
constituents  to  look  for  further  options. 

Mr.  Ekstrum.  May  I  respond  and  say  that  we  are  not  saying  that 
it  is  perfect  by  a  long  shot.  We  think  it  needs  some  fine-tuning,  too, 
and  rather  than  throw  out  the  whole  cart,  we  think  to  try  to  repair 
the  one  we  have  and  improve  on  it,  that  is  the  direction  we  are 
coming  from. 

Mr.  Glickman.  All  right.  Thank  you  very  much  for  your  testimo- 
ny. 

Mr.  Ekstrum.  I  thank  you  and  I  again  appreciate  the  fact  that 
you  stepped  me  up  so  I  could  catch  my  plane. 

Mr.  GucKMAN.  Next  we  have  a  panel.  We  have  Mr.  Richard 
Perry,  legislative  vice  president,  National  Grain  Sorghiun  Produc- 
ers and  Mr.  Carl  King,  president  of  the  Texas  C!orn  Growers  Asso- 
ciation and  we  would  take  you  as  a  panel.  I  would  ask  Mr.  Jontz,  if 
he  could  to  chair  for  a  few  minutes  while  I  go  make  a  telephone 
call. 

Mr.  Jontz  [acting  chairman].  Would  you  like  to  proceed? 
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STATEMENT  OF  RICHARD  H.  PERRY,  VICE  PRESIDENT  FOR  LEG- 
ISLATION, NATIONAL  GRAIN  SORGHUM  PRODUCERS  ASSOCIA- 
TION, ACCOMPANIED  BY  ELBERT  HARP,  EXECUTIVE  DIRECTOR 
OF  THE  ASSOCIATION:  PAUL  UNDERWOOD,  PRESIDENT;  AND 
COLIN  PETERSEN,  VICE  PRESIDENT,  NEBRASKA  GRAIN  SOR- 
GHUM PRODUCERS  ASSOCIATION 

Mr.  Perry.  Thank  you,  Mr.  Chairman  and  members  of  the  sub- 
committee, I  am  Richard  Perry  of  Robstown,  Texas.  I  am  a  farmer 
and  general  manager  of  a  country  grain  elevator.  I  am  legislative 
vice  president  of  National  Grain  Sorghum  Producers  Association. 
With  me  to  my  right  is  Elbert  Harp,  executive  director  of  the  asso- 
ciation and  Paul  Underwood,  president,  and  behind  us  is  Colin  Pe- 
tersen, vice  president  of  the  Nebraska  Grain  Sorghum  Producers 
Association. 

We  know  you  are  concerned  about  the  plight  of  the  nation's  feed 
grain  producers  and  we  appreciate  the  invitation  to  speak  to  your 
subcommittee. 

We  came  here  today  to  ask  you  to  change  the  Government  feed 
grain  program.  The  current  program  is  not  working.  It  will  not 
work;  it  cannot  work  and  the  longer  we  wait,  the  greater  our  losses 
will  be. 

The  feed  grain  program  is  too  costly.  Export  sales  are  dropping 
and  surplus  stocks  are  growing.  The  average  Texas  farmer,  not  just 
the  inefficient,  but  the  average  farmer  is  losing  more  than  $25  per 
acre  each  year  on  sorghum  production. 

That  estimate  is  based  on  the  current  farm  program  before  any 
Gramm-Rudman-HoUings  reductions  and  without  the  10  percent 
target  price  reduction  proposed  by  the  administration.  It  has  been 
estimated  that  165  American  farmers  are  going  out  of  business 
every  day.  Those  who  are  left  are  seeing  their  net  worth  steadily 
decrease  in  spite  of  their  hard  work  and  good  management. 

A  recent  study  by  the  Department  of  Agricultural  EJconomics  of 
Texas  Tech  University  in  Lubbock,  Texas,  states  that,  even  with 
participation  in  the  Government  program,  "Com,  soybeans,  and 
sorghum  are  below  breakeven  prices  in  all  regions,"  of  Texas. 

This  study  also  points  out  that  even  these  assumptions  are  based 
upon  the  1987  program  and  any  downward  price  adjustments,  such 
as  Gramm-Rudman-HoUings  deficit  reduction  measures,  would 
worsen  the  situation. 

The  basic  premise  of  the  Food  Security  Act  of  1985  is  that  lower 
prices  will  make  U.S.  grain  competitive  and  that  we  will  regain  our 
share  of  world  markets.  USDA's  January  1987  export  report 
projects  that  corn  export  prices  will  drop  from  $106  per  ton  in 
fiscal  year  1986  to  $75  per  ton  in  fiscal  year  1987  and  that  com 
export  volume  will  drop  from  31  million  tons  in  1986  to  28  million 
tons  in  1987. 

This  is  a  30  percent  reduction  in  price  multiplied  by  a  10  percent 
reduction  in  volume  for  a  total  loss  in  export  value  of  about  35  per- 
cent. The  same  report  projects  that  sorghum  export  volume  will  in- 
crease about  8  percent  but  that  prices  will  decrease  by  32  percent 
for  a  loss  in  export  value  of  about  26  percent. 
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Even  if  the  program  does  restore  U.S.  export  volume  to  its 
former  level,  we  have  enough  carryover  stocks  on  hand  to  fill  those 
exports  for  the  next  3  years. 

The  Grain  Sorghum  Promotion  Federation  has  spent  the  past 
year  analyzing  world  feed  grain  market  and  production  regions. 
Based  on  this  study,  we  believe  it  is  impossible  for  the  United 
States  to  undersell  some  of  the  other  grain  producing  countries. 

A  Sorghum  Federation  market  survey  team  returned  from  South 
America  just  last  week.  They  reported  that  the  Argentine  sorghum 
producers  can  break  even  delivering  grain  to  the  port  for  $35  per 
ton.  That  is  about  half  the  current  export  price  of  U.S.  sorghum. 

As  I  stated  in  the  beginning,  the  current  program  is  not  working. 
It  will  not  work.  I  cannot  work.  We  came  here  today  to  propose  a 
program  that  will  work.  It  will  maintain  our  share  of  the  world 
market,  reduce  Government  cost  and  allow  grain  producers  to 
make  a  profit  on  their  labor  and  investment. 

We  call  our  program  a  "Market  Oriented  Production  Plan"  be- 
cause it  is  a  program  which  allows  producers  to  produce  for  the 
market.  U.S.  sorghum  producers  want  to  produce  all  they  can  sell 
and  no  more.  We  believe  a  referendum  concerning  mandatory  con- 
trols will  reflect  these  producers'  desires.  They  don't  expect  this 
program  will  give  them  that  opportunity. 

I  have  five  points  to  our  program.  I  won't  try  to  spell  the  whole 
thing  out  but  these  are  just  five  of  the  basic  points  I  would  like  to 
bring  out. 

To  assure  maximum  grain  sales  while  balancing  U.S.  production 
with  the  demand,  the  U.S.  Secretary  of  Agriculture  shall:  (a)  main- 
tain the  traditional  share  which  is  the  previous  5-year  average  of 
world  markets  for  U.S.  grains  by  using  Export  Incentive  Certifi- 
cates and  any  other  tools  which  may  be  available  to  keep  U.S. 
grains  competitive  and  by  full  use  of  GSM  credit  programs  and 
other  incentives  to  assure  sales;  (b)  pursue  a  GATT  treaty  that  wiU 
allow  a  fair  trade  policy  for  U.S.  grains  while  encouraging  reduced 
production  in  other  countries;  (c)  implement  a  program  that  will 
restrict  U.S.  production  to  the  amount  necessary  to  supply  the  do- 
mestic and  export  market  for  U.S.  grains  while  maintaining  an 
adequate  reserve  which  shall  not  exceed  16  percent  of  the  average 
annual  consumption,  domestic  and  export;  (d)  restore  U.S.  grain 
production  to  a  profitable  and  healthy  economic  industry.  Loan 
rates  will  be  set  at  70  percent  of  parity  or  the  full  cost  of  produc- 
tion, whichever  is  higher;  and  (e)  restrict  imports  of  grain  or  grain 
by-products  and  livestock,  meat,  dairy  and  poultry  products  to  cur^ 
rent  import  volume  levels  or  at  prices  which  reflect  grain  prices  at 
70  percent  of  parity. 

Mr.  Chairman,  I  would  ask  that  the  balance  of  my  statement  or 
the  details  of  my  testimony  concerning  the  Grain  Sorghum  Associa- 
tion Plan  be  included  in  the  record  as  there  is  not  adequate  time  to 
present  it  to  the  subcommittee  today. 

Thank  you. 

[The  prepared  statement  of  Mr.  Perry  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  GucKMAN.  Thank  you  very  much.  Mr.  King. 
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STATEMENT  OF  CARL  KING,  PRESIDENT,  TEXAS  CORN  GROWERS 
ASSOCIATION,  ACCOMPANIED  BY  JOHN  FORD,  FORD  COMMUNI- 
CATIONS 

Mr.  King.  Thank  you,  Mr.  Chairman.  I  am  Carl  King  from  Dim- 
mitt,  Texas.  I  am  a  farmer.  I  farm  wheat,  com,  milo,  sugar  beets, 
cattle,  lambs.  To  my  right  is  Mr.  John  Ford  with  Ford  Communica- 
tions, here  to  help  answer  any  questions  anybody  has.  I  guess  they 
are  probably  thinned  out,  but  we  would  be  glad  to  answer  any  if 
you  have  any  left.  He  is  helping  us  with  this  farm  policy  proposal. 

I  am  appreciative  of  the  fact  that  I  have  the  opportunity  to  speak 
here  today  for  the  Texas  Com  Growers  Association  and  while  we 
have  again  a  concept  and  as  Dick  has  pointed  out  very  ably  from 
the  Grain  Sorghum  Producers,  we  have  no  qualms  with  theirs 
either. 

In  1981,  when  U.S.  farm  exports  reached  a  record  $44  billion, 
farm  program  out  of  CCC  costs  totaled  $4  billion.  Since  then,  ex- 
ports have  fallen  to  less  than  $20  billion.  Farm  program  costs  are 
expected  to  climb  toward  $35  billion.  It  is  this  precipitous  drop  in 
exports  and  staggering  increase  in  support  program  costs  that 
clearly  is  at  the  root  of  the  current  farm  crisis. 

I  understand  that  members  of  the  committee  have  been  strug- 
gling the  last  few  weeks  with  ways  to  save  $1  billion  off  of  the  pro- 
jected cost  of  the  1985  farm  bill.  Having  appropriately  rejected,  out 
of  hand,  the  administration's  proposal  to  further  reduce  target 
prices  another  27  percent,  you  have  instead  looked  to  such  devices 
as  the  0/92  option,  increasing  the  conservation  reserve  even  fur- 
ther or  applying  payment  limitations  that  are  even  more  severe. 

You  are  being  asked  to  do  this  by  farm  organizations  that  have 
made  a  major,  public  point  of  not  changing  the  farm  bill  and  stay- 
ing the  course,  as  the  Farm  Bureau  men  said  a  while  ago.  I  really 
can't  understand  and  everybody  says,  "Give  it  a  chance  to  work. ' 
As  far  as  the  1985  farm  bill,  we  are  still  waiting  but  I  don't  know 
how  many  farmers  are  going  to  be  left  to  benefit  from  it. 

Yet  any  of  these  changes  provide  dramatically  different  environ- 
ments, this  year,  within  which  farmers  have  to  make  their  future 
plans. 

The  simple  and  effective  answer  to  the  serious  budget  issues 
facing  this  committee,  this  Congress,  and  the  Nation,  now  and  in 
the  future,  is  supply  management.  Even  though  all  studies  done  to 
date  on  the  matter  don't  agree,  it  is  clear  that  if  farmers  in  all  af- 
fected commodities  voted  to  accept  supply  management,  Federal 
Commodity  Credit  Corporation  outlays  from  fiscal  1988  through 
fiscal  1995  would  be  from  $10  to  $14  billion  a  year  less  than  the 
1986  payments. 

We  feel  like  this  is  an  effective  way  to  address  your  budget  con- 
cerns and  to  meet  the  budget  marks  set  by  your  leadership. 

Our  farm  policy  changes  we  are  recommending,  we  like  other 
commodity  organizations,  we  feel  farmers  need  long-term  farm  leg- 
islation. Multiyear  planning  is  essential  to  good  farming,  and  the 
ability  to  have  such  planning  is  essential  to  good  Federal  farm  leg- 
islation. 

Therefore,  we  support  no  changes  to  the  1985  farm  bill  unless 
and  I  want  to  clarify  that,  unless  the  nation's  producers,  on  a  com- 
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modity  by  commodity  basis,  make  their  own  choice  as  to  any 
changes. 

Our  position  is,  one,  provide  for  a  producer  referendum  on  mar- 
keting quotas  for  each  supported  commodity;  two,  in  commoditieB 
where  the  referendum  fails,  the  provisions  of  the  1985  farm  bill 
remain  in  effect.  In  commodities  where  the  referendum  passes, 
nonrecourse  loan  levels  are  established  at  the  cost  of  production  on 
a  regional  basis,  and  we  feel  like  this  should  be  land  cost  which  is 
rent  in  any  case  is  thrown  in  with  it. 

Deflciency  and  diversion  payments  are  eliminated,  as  well  as 
storage,  transportation,  and  interest  charges.  We  would  establish 
supply  management  with  mandatory  controls  and  marketing  cards 
for  all  production  sold  in  the  United  States  for  domestic  consump- 
tion. I  agree  whole  heartily  with  Senator  Harkin  saying  that  it  has 
to  be  mandatory.  However,  we  are  flexible.  In  some  of  our  recom- 
mendations, we  are  flexible. 

Voluntary  programs  have  never  worked  in  the  past  as  a  whole. 
Producers,  we  are  going  to  leave  in  and  this  is  for  ttie  cattle  people, 
has  unrestricted  planting  and  harvesting  of  all  crops  outside  the 
quota: 

For  protection  against  crop  failure,  but  stored  at  own  expense 
without  Government  loan  protection;  and  for  grazing,  hajdng,  and 
soil  conservation  cover  crops. 

We  are  saying  as  many  have  said  here  this  morning,  Govern- 
ment PIK  commodities  for  export  enhancement  should  be  used 
until  Government  supplies  are  reduced  to  the  level  determined  for 
national  security  purposes.  Multinational  negotiations  with  other 
food  exporting  nations,  including  the  threat  of  additional  export 
enhancement,  must  assure  U.S.  market  share,  essentially  regaining 
our  pre-1981  status. 

We  support  recent  provisions  by  the  Subcommittee  on  Rural  De- 
velopment, Agriculture  and  Related  Agencies  of  the  House  Com- 
mittee on  Appropriations  to  provide  funds  to  require  the  Secretary 
of  Agriculture  to  investigate  and  determine  by  ballot  whether  pro- 
ducers of  basic  agricultural  commodities,  including  soybeans,  favor 
imposition  of  mandatory  limits  on  the  production  of  basic  agricul- 
tural commodities.  However,  it  is  this  Committee  on  Agriculture 
we  look  to  for  action  on  this  matter. 

So  we  feel  like  the  benefits  of  supply  management  with  cost  of 
production  loan  rate  floors  would  return  profitability  to  American 
agriculture  and  to  rural  America  while  at  the  same  time  producing 
commodity  prices  that  do  not  exceed  the  1970-1979  average  direct 
price  for  any  commodity  that  the  House  Appropriations  Committee 
passed  just  recently. 

Once  and  for  all,  the  market  destruction  power  of  production  sur- 
pluses could  be  contained.  Billions  of  dollars  in  farm  program  costs 
could  be  saved.  The  benefits  of  supply  management  could  be  taIge^ 
ed  to  true  family  farmers. 

Our  disastrous  export  situation  could  be  corrected,  our  agricul- 
tural relations  with  our  allies  could  be  stabilized,  and  we  could  in- 
crease the  net  value  of  our  exports. 

We  could  improve  farmer  efficiency  by  removing  the  incentive  to 
plunder  and  exploit  the  land  to  maximize  production. 
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The  farm  debt  crisis  would  ease  and  we  feel  like  frankly,  you 
wouldn't  have  to  worry  about  the  farm  credit  situation  or  anybody 
else  if  you  had  a  decent  farm  program  where  we  are  making  a 
profit. 

In  the  last  decade  we  have  seen  a  dramatic  shift  in  Federal  farm 
policy  away  from  policies  benefiting  the  producers  and  instead 
toward  policies  primarily  benefiting  handlers  of  commodities. 

We  have  no  fight  with  our  friends  and  neighbors  who  buy,  mer- 
chandise, trade,  export,  fertilize,  process  or  retail  our  commodities. 
They  are  an  essential  part  of  our  profitablity  but  we,  the  farmers, 
remain  an  essential  part  of  their  endeavors  as  well. 

There  is  much  at  stake  in  this  debate,  in  fact  ever3rthing  is  at 
stake.  We  are  not  only  fighting  for  fairness  and  some  hope  of  prof- 
itability for  America's  farmers,  we  are  fighting  to  prevent  the  col- 
lapse of  rural  America. 

This  subcommittee,  this  committee  and  this  Congress  must  un- 
derstand the  immense  economic  and  social  costs  that  are  already 
accompanying  the  demise  of  our  heartland.  We  ask  you  once  again 
to  act  and  you  must  act  to  give  America's  farmers  the  ability  to 
decide  together  and  democratically  what  their  future  will  be  and, 
of  course,  that  refers  to  a  referendum  first,  Mr.  Chairman. 

We  feel  like  we  are  very  flexible.  We  feel  like  we  will  accept  any 
supply  management  concept  that  gives  the  farmer  a  right  to  vote 
the  same  as  every  Congressman  that  runs  or  every  Senator  that 
runs  and  asks  a  person  to  vote  for  him,  we  feel  that  we  ought  to 
have  a  right  to  vote  for  our  destiny,  Mr.  Chairman. 

I  thank  you  very  much  and  I  have  one  concluding  remark,  lower- 
ing the  loan  level  in  this  1985  farm  bill  up  to  this  point  hasn't 
made  us  competitive  in  world  markets  and  it  is  breaking  more  and 
more  com  farmers.  Thank  you  very  much,  sir. 

[The  prepared  statement  of  Mr.  King  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  VoLKMER  [acting  chairman].  Thank  you,  Mr.  King.  I  have  no 
questions.  I  am  sorry  I  wasn't  here  to  listen  to  all  of  your  prepared 
testimony  but  we  had  a  vote  on  the  floor.  We  have  the  full  commit- 
tee meeting  in  the  other  room  on  trade  policies  and  I  had  to  be 
over  there  and  then  come  over  here. 

So  really  I  appreciate  your  taking  your  time  to  give  your  testimo- 
ny and  it  will  be  made  part  of  the  record  and  we  will  review  it  at  a 
later  time  and  with  that,  I  want  to  thank  you  very  much  unless 
anyone  here  has  any  other  statement  they  would  like  to  make. 

If  not,  we  will  proceed  to  our  next  panel,  Mr.  John  Urbanchuk, 
Wharton  Econometrics  and  Mr.  Bill  Motes,  Economic  Perspectives. 
Mr.  Urbanchuk,  your  statement  will  be  made  a  part  of  the  record 
and  you  may  either  proceed  with  verbatim  presentation  or  your 
may  summarize  however  you  so  desire  and  Mr.  Motes,  the  same,  as 
soon  as  Mr.  Urbanchuk  has  concluded  his  statement,  your  state- 
ment will  be  made  a  part  of  the  record,  also,  and  you  may  proceed 
now.  Mr.  Urbanchuk. 
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STATEMENT  OF  JOHN  M.  URBANCHUK,  DIRECTOR,  INTERNATION. 
AL  AGRICULTURE,  WHARTON  ECONOMETRICS  FORECASTING 
ASSOCIATES,  INC. 

Mr.  Urbanchuk.  Thank  you  very  much,  Mr.  Chairman.  My 
name  is  John  Urbanchuk  and  I  am  the  director  of  international  ag- 
riculture at  Wharton  Econometric  Forecasting  Associates  in  Phila- 
delphia. I  appreciate  the  opportunity  to  appear  before  you  today  to 
discuss  the  potential  implications  for  the  whole  U.S.  economy  of  an 
introduction  of  mandatory  production  controls  for  U.S.  agriculture. 

Not  traditionally  when  farm  policy  is  looked  at,  it  is  looked  at 
completely  in  the  context  of  changes  in  commodity  prices,  demand 
components  such  as  exports,  domestic  demand,  farm  income,  those 
sort  of  things. 

What  we  have  attempted  to  do  is  to  take  that  analysis  one  step 
further  and  that  is  to  take  those  changes  in  commodity  prices, 
export  levels,  output  levels,  farm  income  and  trsmslate  them  into 
the  impacts  on  the  total  overall  economy. 

What  we  find  when  we  take  a  look  at  that  analysis  is  that  there 
are  several  key  elements  of  mandatory  production  controls  that  in 
our  opinion  portend  significant  adverse  implications  for  the  entire 
U.S.  economy. 

Mandatory  production  controls  as  characterized  perhaps  best  by 
the  Harkin-Gephardt  bill  contain  several  basis  elements  which  are 
likely  to  impact  significantly  in  an  adverse  fashion.  These  include 
the  higher  support  prices  for  domestic  crop  and  dairy  prices,  pro- 
duction controls  and  marketing  quotas  and  what  I  would  character- 
ize as  protectionist  agricultural  trade  programs. 

Now  these  are  two-fold,  one,  we  have  heard  a  lot  talked  about, 
the  establishment  of  a  grain  cartel  among  the  major  exporting 
countries  and  I  will  talk  about  that  in  a  little  bit  but  secondly,  in 
order  to  support  domestic  prices,  there  is  the  requirement  for  the 
use  of  import  controls  to  prevent  imports  of  less  expensive  compet- 
ing foreign  agricultural  commodities  into  the  United  States. 

Now  there  are  several  features  of  Harkin-Gephardt  which  clearly 
are  beneficial  to  the  agricultural  sector  and  they  include  substan- 
tial increases  in  net  farm  income,  a  reduction  in  direct  Govern- 
ment costs  for  agricultural  programs  and  an  aggressive  program 
that  addresses,  I  think,  in  a  good  way  the  farm  financial  crisis  situ- 
ation that  we  are  facing  in  the  United  States  right  now. 

However,  when  you  take  all  of  these  programs  together  and  look 
at  them  in  the  context  of  the  overall  macroeconomy,  we  find  that 
mandatory  production  controls  result  in  significantly  higher  prices 
for  both  crop  and  livestock  commodities. 

Now  while  this  does  boost  cash  receipts  and  net  farm  income 
quite  substantially  I  might  add,  it  also  has  a  negative  impact;  that 
is,  it  increases  consumer  prices  for  food,  the  price  for  agricultural 
output  and  the  general  price  level. 

What  we  find  when  we  take  a  look  at  the  impact  of  mandatory 
production  controls  is  that  the  value  of  total  agricultural  output  in 
the  United  States  declines,  the  price  of  total  agricultural  output  in 
the  United  States  increases  by  about  15  percent  on  average  over 
the  7  year  period  that  we  looked  at  and  while  prices  are  up  and  in 
the  requirement  that  a  cartel  was  formed  among  the  mcgor  grain 
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exporting  nations  to  maintain  current  trade  shares,  the  real  value 
of  total  agricultural  exports  for  the  United  States  actually  declined 
by  about  5.5  percent  over  what  we  consider  baseline  levels  and  that 
is  a  continuation  or  the  existence  of  the  Food  Security  Act  of  1985. 

When  we  take  these  features  together,  that  is  reduced  output  for 
agricultural  products,  higher  prices  and  reduced  export  values,  we 
find  that  on  a  total  economywide  basis,  the  value  of  real  GNP,  the 
total  output  of  goods  and  services  in  the  whole  economy,  falls  in 
the  near  term  by  about  $16.5  billion  but  when  you  take  it  out  7 
years  by  1995,  we  are  looking  at  real  GNP  that  is  about  $41  billion 
below  where  it  would  be  with  a  continuation  of  the  FSA85. 

That  translates  into  a  little  less  than  1  percent  growth  on  aver- 
age than  we  would  have  otherwise. 

Now  keeping  in  mind  that  real  GNP  is  the  sum  of  the  final 
demand  components  in  the  economy  including  investment,  con- 
sumption. Government  spending,  what  we  find  is  that  in  tracing 
that  through  that  the  primary  factors  that  drive  down  growth  in 
real  output  are  lower  consiunption  for  food  obviously  because  of 
higher  prices,  but  also  for  other  goods  as  well  because  general 
prices  go  up  and  consumption  of  other  services  and  goods  go  down 
as  well  and  we  had  a  lower  real  value  of  exports  also  contributes  to 
the  decline  in  total  GNP. 

Now  the  reduction  in  total  U.S.  output  and  I  talked  about  GNP 
leads  to  a  reduction  in  total  U.S.  employment.  In  job  losses  in  1987, 
for  example,  the  first  year  of  the  analysis  that  we  looked  at,  for  the 
total  economy  are  215,000  jobs  lower  than  the  baseline  with  a  con- 
tinuation of  the  current  program,  the  current  legislation,  and  by 
1995,  total  job  losses  are  about  905,000  jobs. 

Now  again,  they  are  total  economywide  job  losses  but  if  we  look 
at  it  in  a  sectoral  sense  what  we  find  ironically  enough  is  that  em- 
ployment in  agriculture  is  down  on  average  bv  about  119,000  jobs 
over  this  period.  Now  keep  in  mind  that  agriculture  doesn't  exist  in 
a  vacuum.  There  are  linkages  between  the  macroeconomy  and  agri- 
culture and  vice-versa  so  that  the  negative  impacts  that  we  are 
seeing  with  regard  to  output  and  prices  and  employment  reallv 
factor  through  and  filter  through  on  the  agricultural  sector  as  well. 

There  are  impacts  on  the  American  consumer.  We  indicated  that 
prices  go  up.  Food  prices  go  up  and  the  general  price  level  goes  up 
but  largely  because  of  this  and  the  fact  that  we  have  lower  output 
and  lower  employment,  real  per  capita  disposable  income  falls 
after  the  introduction  of  a  mandatory  production  controls  program 
as  well. 

What  we  find  is  that  real  per  capita  income,  that  is  our  real 
income  in  1982  dollars  falls  over  this  whole  period  of  time  by  a 
little  less  than  $1,000.  That  is,  all  of  us  in  this  room  after  the  intro- 
duction of  mandatory  controls  over  a  7  year  period  of  time  will  lose 
about  $1,000  in  1982  dollars. 

Higher  prices  for  grains,  cottons,  oil  seeds,  oil  seed  products,  red 
meat  and  poultry  all  translate  into  considerably  higher  food  costs. 
In  our  analysis  food  prices  increased  by  an  average  3.2  percent  over 
the  whole  period  of  time. 

Now  that  is  an  average  over  a  7  year  period  but  when  you  de- 
compose it,  you  find  that  the  increases  in  the  first  part  of  the 
period  are  a  lot  less  than  they  are  in  the  latter  period  because 
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what  happens  is  that  higher  feed  costs  immediately  translate  into  a 
liquidation  of  livestock  herds  which  push  meat  supplies  up  in  the 
near  term  and  prices  tend  not  to  increase  very  rapidly  but  as  that 
transition  period  really  goes  away  for  the  livestock  sector  and  the 
livestock  sector  responds  and  contracts,  we  find  that  we  get  lower 
meat  supplies  in  the  latter  part  of  the  period  and  higher  prices  so 
that  on  average  while  we  had  2  percent  higher  prices  in  the  near 
term,  we  get  5  to  6  percent  higher  prices  in  the  longer  term  on 
food. 

These  translate  back  into  an  impact  where  the  average  increase 
is  3.2  percent  in  food  prices,  about  a  percent  and  a  half  on  the  total 
overall  price  index. 

Now  increased  prices  and  lower  income  translate  into  a  reduced 
consumer  expenditures  for  food  of  about  1.5  percent  over  where 
they  would  be  under  current  legislation. 

Now  despite  a  greater  emphasis  on  food  stamp  and  other  food  as- 
sistance programs  called  for  under  a  mandatory  production  control 
option,  the  decline  in  income  combined  with  the  increase  in  food 
and  other  prices  can  be  expected  to  impact  most  severely  on  low 
income,  elderly  and  economically  disadvantaged  people  in  the 
United  States. 

Now  many  consumer  expenditure  surveys  point  out  that  low 
income  and  economically  disadvantaged  allocate  a  greater  propor- 
tion of  their  income  to  food  purchases  than  do  moderate  or  hi^ier 
income  groups  so  that  the  impacts  that  we  are  talking  about  here 
don't  cut  evenly  across  the  demographic  components  of  the  United 
States. 

Finally,  there  is  an  adverse  impact  on  the  Federal  deficit.  Now  a 
key  point  or  positive  feature  brought  out  about  mandatory  produc- 
tion controls  is  that  the  direct  Government  cost  of  agricultural  pro- 
grams is  reduced  and,  in  fact,  in  the  FAPRI  analysis  which  provid- 
ed many  of  the  agricultural  inputs  that  we  used  in  our  analysis 
points  out  that  Government  spending  under  the  mandatory  produc- 
tion controls  is  less. 

What  we  find  when  we  look  at  the  total  economic  impacts  be- 
cause of  lower  output,  employment  and  income,  these  factors  impfy 
a  lower  level  of  Federal  tax  collections.  Fewer  jobs  also  imply  a 
larger  number  of  unemployed  and  a  higher  level  of  transfer  pay- 
ments, that  is,  unemployment  compensation  and  other  payments, 
and  these  federal  revenue  losses  combined  with  the  increases  in  ei- 
penditures  that  result  from  the  output  and  employment  changes 
imply  a  larger  annual  deficit. 

Now  over  the  7-year  period  of  our  analysis,  we  find  that  the  Fed- 
eral deficit  at  its  largest  point  is  about  $6  billion  above  baseline 
levels  in  1989.  As  we  go  out  through  time,  the  difference  between 
the  mandatory  production  controls  and  baseline  is  a  little  less. 

But  nonetheless  over  the  whole  period  of  time,  the  total  level  of 
Federal  Government  spending  and  the  deficit  is  higher  than  it  oth- 
erwise would  have  been. 

In  many  respects  the  analysis  that  we  have  performed  should  be 
looked  at,  I  believe,  as  a  conservative  set  of  estimates  and  the  pri- 
mary reason  for  that  is  that  we  have  incorporated  in  the  use  and 
successful  operation  of  a  grain  cartel  among  mcgor  exporters. 
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As  it  has  been  pointed  out  by  other  witnesses  in  their  testimony 
and  by  members  of  the  committee  as  well,  there  is  very  little  evi- 
dence that  export  cartels  are  effective  in  maintaining  export  shares 
or  world  prices. 

Notable  examples  on  the  lack  of  effectiveness  of  cartels  stretch 
from  OPEC  for  oil,  the  International  Sugar  Agreement,  the  Inter- 
national Coffee  organization  and  the  International  Tin  Council 
which  collapsed  actually  in  1985. 

Most  importantly,  I  believe,  is  the  fact  that  in  each  of  those  com- 
modities which  are  having  difficulties  with  regard  to  the  successful 
operation  of  the  cartel,  they  either  account  for  or  represent  a  non- 
renewable resource  such  as  tin  or  oil  or  a  resource  that  has  rela- 
tively limited  production  base,  sugar,  coffee,  cocoa  where  the  costs 
for  a  nonmember  to  enter  are  quite  high. 

Such  is  not  the  case  for  grains.  As  we  have  seen  over  the  past  5 
or  6  years  with  the  substantial  increase  in  production  among  net 
importing  countries  in  the  world  and  the  consequential  reduction 
in  total  level  of  world  trade  does  not  take  a  very  substantial  world 
price  increase  to  induce  an  increase  in  production  among  other  im- 
porters around  the  world. 

Even  if  a  cartel  were  in  operation,  it  would  be  very  difficult  to 
prevent  cheating  and  it  would  be  very  difHcult  because  of  relative- 
ly low  entry  costs  for  other  importers  to  go  in  and  start  producing 
and  essentially  reduce  the  effectiveness  of  any  cartel  operation  and 
in  the  absence  of  the  cartel,  essentially  what  would  be  required 
would  be  a  substantial  increase  in  Government  expenditures 
through  direct  cash  subsidies  and  other  payments  in  order  to  main- 
tain U.S.  market  shares. 

In  conclusion  then  we  find  in  taking  a  look  at  the  operation  of  a 
mandatory  production  controls  program,  there  are  benefits  clearly 
to  agriculture  directly  as  a  result  of  mandatory  production  con- 
trols. 

However,  when  you  take  a  look  at  agriculture  as  part  of  the  total 
overall  U.S.  economy,  we  feel  that  the  costs  associated  with  manda- 
tory production  controls  are  vastly  exceeded  or  vastly  exceed  the 
beneHts  that  do  arrive  from  that  program.  Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Urbanchuk  appears  at  the  con- 
clusion of  the  hearing.] 

Mr.  VoLKMER.  Thank  you  very  much.  Mr.  Motes. 

STATEMENT  OF  WILLIAM  C.  MOTES,  ECONOMIC  PERSPECTIVES, 
INC.,  ACCOMPANIED  BY  JOHN  PENDER 

Mr.  Motes.  Thank  you,  Mr.  Chairman.  I  am  William  C.  Motes  of 
EJconomic  Perspectives,  Incorporated  in  McLean,  Virginia.  EPI  spe- 
cializes in  food  and  agricultural  economics  and  has  considerable  ex- 
perience in  agricultural  policy.  With  me  today  is  Mr.  John  Pender, 
who  has  been  working  particularly  with  a  study  that  we  are  work- 
ing on  at  this  time  and  about  which  I  will  talk  some  more  later. 

I  appreciate  the  invitation  to  appear  today  before  the  Subcom- 
mittee on  Wheat,  Soybeans,  and  Feed  Grains  to  discuss  the  effect 
of  agricultural  commodity  supply  controls. 
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I  have  a  statement  which  I  request  to  be  inserted  in  the  record 
and  with  your  permission,  I  would  like  to  cover  a  few  points  from 
that  statement. 

EPI  is  presently  engaged  in  an  economic  analysis  of  farm  pro- 
gram alternatives.  We  are  looking  specifically  at  the  effects  of 
supply  controls  on  American  agriculture.  The  study  is  examining 
impacts  of  the  full  range  of  programs  including  both  voluntary  pro- 
grams like  we  have  tcday  and  mandatory  programs  such  as  those 
that  would  be  authorized  under  H.R.  1425. 

This  work  is  being  done  in  cooperation  with  the  Agricultural 
Policy  Working  Group,  a  consortium  of  agriculturally  related  com- 
panies working  to  help  insure  that  any  1987  changes  in  farm  policy 
effectively  utilize  farm  program  expenditures  to  enhance  the 
health  of  the  agricultural  and  rural  economies.  The  study  is  still  in 
progress.  Nevertheless,  a  few  preliminary  observations  can  be 
made. 

First,  supply  control  programs  are  not  new.  They  have  been  an 
important  feature  of  U.S.  farm  policy  for  more  than  50  years  and 
looking  back  over  that  experience,  very  briefly  we  can  see  that  it 
has  not  been  entirely  positive. 

At  best  these  programs  have  provided  short-term  relief  from 
periodic  instability.  At  worst,  they  have  inhibited  adijustments  to 
changing  economic  circumstances  and  have  damaged  the  health 
and  competitiveness  of  the  agricultural  and  rural  economy. 

It  is,  however,  not  surprising  that  proposals  for  change  now 
abound  and  that  calls  for  major  revisions  in  agricultural  legislation 
are  receiving  serious  attention.  Farm  failures  continue  at  high 
levels  despite  improvements  in  income. 

Exports  of  many  crops  continue  to  be  depressed  despite  lower 
price  support  levels  and  large  export  promotion  pn^ams.  Farm 
program  costs  continue  at  record  levels.  As  a  result,  proposals 
range  from  those  to  decouple  farm  production  from  farm  income 
support  and  eliminate  all  supply  control  efforts,  to  proposals  to 
make  supply  controls  mandatory  and  boost  support  prices  to  80 
percent  of  parity. 

Fortunately,  economic  analyses  of  many  of  these  policy  alterna- 
tives are  widely  available.  Several  groups,  including  economists  at 
Missouri  and  Iowa  State,  Texas  A&M,  Resources  for  the  Future, 
USDA  and  elsewhere,  have  anal3rzed  the  impacts  of  mandatoiy 
supply  controls  and  other  policy  options  and  there  are  broad  areas 
of  agreement  among  these  studies. 

The  first  of  these  broad  areas  is  that  while  no  one  is  predicting  a 
return  to  the  boom  years  of  the  1970's,  most  analyses  now  project 
improvement  in  the  agricultural  economy  over  the  next  several 
years  if  current  policies  are  continued. 

Exports  already  have  increased  for  cotton  and  rice  and  wheat 
and  feed  grains  could  begin  to  recover  this  year  as  well.  The  cte- 
cline  in  farmland  prices  is  slowing  and  could  bottom  out  this  year 
or  next. 

Thus,  while  the  situation  will  remain  difficult  for  the  most  in- 
debted producers,  much  of  agriculture  could  begin  to  experience 
economic  recovery  before  any  measure  of  new  farm  polipy  could 
take  effect. 
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There  is  also  consensus  among  economists  concerning  some  of 
the  impacts  of  the  mandatory  supply  control  approach  in  H.R.  1425 
and  I  want  to  mention  about  five  of  those  just  very  briefly. 

First  is  that  there  would  be  benefits  to  the  program  crop  produc- 
ers. Program  commodity  producers  would  have  higher  near-term 
income  from  sharply  increased  loan  rates.  The  largest  producers 
would  receive  the  most. 

Second,  cost  to  livestock  and  poultry  producers.  Now  livestock 

f>roducers  would  be  squeezed  sharply  by  higher  feed  costs  €uid 
ower  prices  for  the  short  term  as  they  slaughter  breeding  stock 
and  would  continue  to  be  squeezed  by  diminished  market  growth 
and  higher  costs  over  the  long  run. 

Third,  a  positive  impact  on  farm  income.  On  balance,  net  farm 
income  could  be  increased,  probably  by  several  billion  dollars  per 
year  at  least  for  the  first  few  years. 

Fourth,  consumer  cost.  Domestic  food  prices  would  rise  substan- 
tially after  the  first  year.  Within  a  few  years  they  could  be  5  or 
perhaps  10  percent  higher  than  under  current  policy.  The  increase 
in  food  expenditures  could  force  some  consumers  to  cut  consump- 
tion even  though  annual  expenditures  are  higher,  with  the  greatest 
impacts  on  low-income  consumers. 

Fifth,  benefit  to  the  current  landowners.  Current  owners  of  farm- 
land, whether  or  not  they  are  family  farmers,  would  benefit  from 
increases  in  land  values  and  rents  caused  by  the  program.  Future 
landowners  and  renters  would  pay  this  cost,  probably  offsetting 
any  benefits  from  higher  prices  and  lower  rates. 

These  are  the  areas,  Mr.  Chairman,  in  which  the  studies  that  we 
have  reviewed,  most  of  the  analysts,  we  believe,  agree  but  I  want  to 
point  out  that  there  is  substantially  less  consensus  as  to  the  impact 
of  proposals  like  those  in  H.R.  1425  on  farm  program  costs  and  on 
agricultural  exports. 

Much  of  this  is  due  to  the  bill's  requirement  that  the  United 
States  seek  to  negotiate  an  export  cartel  with  our  major  competi- 
tors. Under  this  assumption,  U.S.  farm  program  costs  would  be  re- 
duced dramatically  while  U.S.  exports  in  value  terms  would  in- 
crease. 

We  believe  that  history  shows  the  assumption  of  an  export  cartel 
to  be  unrealistic  and  that  it  would  be  misleading  to  base  any  analy- 
sis of  the  bill's  impacts  upon  such  a  plan. 

Not  one,  but  several,  cartels  with  different  market  players  for 
each  commodity  would  be  required.  To  enforce  any  degree  of  world 
market  sharing,  the  United  States,  Canada,  Australia,  Argentina 
and  the  European  Community  would  have  to  agree  to  share  the 
wheat  market  and  the  United  States,  Thailand,  South  Africa, 
Canada,  Argentina  and  probably  the  Eiconomic  Community  would 
have  to  agree  on  feed  grain  market  shares. 

Each  of  these  countries  has,  to  one  degree  or  another,  refused  to 
share  markets  or  control  exports  in  the  past.  Years  of  negotiation 
failed  to  produce  an  international  agreement  on  buffer  stocks  of 
wheat,  and  the  issues  involved  in  a  cartel  negotiation  now  would  be 
far  more  contentious. 

The  chances  of  successfully  negotiating  several  complicated  car- 
tels among  all  these  countries  in  the  near  future  are  exceedingly 
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Even  assuming  that  cartels  could  be  designed,  enforcemenllB 
would  be  extremely  difficult.  Many  exporters  account  for  less  tharr:: 
40  percent  of  world  wheat  and  feed  grain  production.  Cartel  men^-^ 
bers  could  expect  to  suffer  from  declining  exports  within  a  fe^^ 
years  and  the  cartel  would  be  likely  to  collapse  of  its  own  weight  as 
export  markets  fell. 

Without  an  export  cartel,  H.R.  1425  requires  aggressive  use  of 
export  subsidies  to  maintain  markets.  This  would  increase  the  bill's 
costs  and  eliminate  any  export  advantage. 

Our  analysis  assumes  that  U.S.  export  subsidies  would  hold  ex- 
ports at  the  levels  of  current  policy  and  that  competitors  would  not 
retaliate  directly,  leaving  world  price  levels  about  the  same  as 
under  current  policy. 

Nearly  all  increases  in  farm  program  costs  would  be  from  export 
subsidies,  but  the  cost  of  foreign  and  domestic  food  assistance  pro- 
grams would  rise  substantially  as  well. 

This  preliminary  analysis  of  the  impacts  of  H.R.  1425  suggests 
that  that  bill  would  increase  budget  costs,  that  is,  compared  to  the 
baseline  which  is  the  1985  bill.  Primarily  it  would  increase  costs 
primarily  because  the  required  export  subsidy  would  rise  as  loan 
rates  increase  in  the  out-years. 

The  bill's  cost  would  surpass  that  of  current  programs  within  2 
to  3  years  in  part  because  at  the  same  time  costs  of  current  policy 
would  decline  with  declining  target  prices. 

I  want  to  mention  just  briefly  several  other  areas  of  concern  that 
we  believe  to  be  very  important.  First,  rural  communities,  the  bill's 
impacts  on  rural  communities  would  be  mixed. 

Those  in  the  major  crop  producing  regions  would  benefit  from 

.the  increased  income  from  crop  sales,  some  of  which  would  be 

<  spent  locally.  Increased  farmland  values  would  restore  some  of  the 

property  tax  base  of  those  communities  and  reduce  farm  and  bank 

failures. 

Rural  communities  in  livestock  producing  areas,  however,  could 
suffer  as  livestock  producers  are  squeezed  by  high  feed  costs  and 
short-term  reductions  in  livestock  prices.  The  livestock  transition 
program  proposed  in  the  bill  would  help  postpone  some  of  these 
problems,  but  not  eliminate  them. 

Second,  agriculturally  related  industries.  Even  with  aggressive 
export  marketing,  planted  acreage  and  production  of  program  com- 
modities would  decline  significantly  because  of  reduced  domestic 
demand. 

By  1991,  close  to  100  million  acres  could  be  set  aside  under  H.R 
1425,  not  counting  a  conservation  reserve  of  45  million  acres.  The 
impact  of  an  acreage  reduction  of  this  magnitude  on  industries 
that  supply  farm  inputs,  especially  fertilizers,  seeds  and  chemicals, 
would  be  huge. 

It  likely  would  mean  several  hundred  thous€md  jobs  and  several 
billion  dollars  worth  of  income  lost  in  these  industries. 

Third,  macroeconomic  effects  and  we  have  just  heard  about  these 
from  Mr.  Urbanchuk.  H.R.  1425  could  have  significant  impacts  on 
the  macroeconomy.  The  5  percent  or  more  increase  in  food  costs 
could  increase  the  overall  inflation  rate  by  more  than  1  percent 
perhaps  and  effect  the  entire  U.S.  economy. 
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It  would  raise  the  cost  of  all  Government  programs  which  are  in- 
dexed to  inflation.  Furthermore,  since  the  bill  would  require  strict 
limits  on  imports  of  agricultural  and  food  products,  it  would  invite 
retaliation  from  mcgor  trading  partners  with  consequent  damage  to 
U.S.  export  industries  including  agriculture. 

In  summary,  Mr.  Chairman,  the  mandatory  supply  control  ap- 
proach offered  in  H.R.  1425  could  have  significant  short-term  bene- 
fits to  prc^am  crop  producers,  farmland  owners  and  some  rural 
communities.  However,  these  benefits  could  come  at  substantial 
cost  to  livestock  producers,  consumers,  taxpayers,  agricultural 
supply  industries  and  the  broader  economy. 

lliank  you  very  much. 

[The  prepared  statement  of  Mr.  Motes  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  VoLKMER.  Thank  you  very  much  Mr.  Motes  for  your  testimo- 
ny. If  everyone,  I  guess,  would  believe  everything  you  are  saying, 
both  of  you  are  saying  here,  we  wouldn't  be  here  and  we  wouldn  t 
be  having  this  hearing. 

There  are  some  of  us  and  I  wish  I  had  the  time,  we  don't,  we 
have  another  panel,  you  estimate,  Mr.  Motes,  in  your  study  here 
you  said  and  I  don't  know  how  many  total  acres  we  presently  have 
in  production  but  by  1991,  we  would  have  100  million  acres  set 
aside. 

Mr.  Motes.  Yes,  sir. 

Mr.  VoLKMER.  Now  that  is  in  cotton,  rice,  wheat,  feed  grains,  soy- 
beans, correct? 

Mr.  Motes.  Yes. 

Mr.  VoLKMER.  What  is  the  total  acreage  that  we  have? 

Mr.  Motes.  Something  over  300  million,  the  crop  acreage  that  we 
consider  as  part  of  our  crop  base  now  would  be  like  317  or  320. 

Mr.  Volkmer.  Pardon? 

Mr.  Motes.  It  is  317  or  320,  the  figure  that  sticks  in  my  mind. 

Mr.  Volkmer.  So  that  would  be  if  we  have  100,  that  is  about  a  33 
percent  set-aside? 

Mr.  Motes.  Yes,  sir,  and  there  would  be  in  addition  to  that  some 
45  million  acres  in  the  Conservation  Reserve. 

Mr.  Volkmer.  Which  is  scheduled  anyway? 

Mr.  Motes.  Yes. 

Mr.  Volkmer.  Now  fertilizer,  seed  and  chemicals,  I  admit  that 
they  would  have  to  reduce  theirs.  Right  now  we  don't  have  100  mil- 
lion but  we  have  a  considerable  number.  This  year  we  will  have  a 
considerable  number.  We  have  54,  I  believe  is  what  we  are  looking 
at  this  year. 

The  problem  I  have  with  this  is  the  fact  Ihat  with  what  we  pres- 
ently have,  a  lot  of  my  farmers  can't  pay  those  fertilizer,  seed  and 
chemical  people  right  now.  Do  you  understand  what  I  am  saying? 

Mr.  Motes.  Yes,  sir,  I  do. 

Mr.  Volkmer.  Did  you  count  that  in  as  loss? 

Mr.  Motes.  The  fact  that  people  can't  pay  at  this  point? 

Mr.  Volkmer.  No,  the  fact  that  they  can  t  pay  anyway. 

Mr.  Motes.  What  we  are  doing  is  taking  as  the  point  of  compari- 
son the  progress  that  we  expect  under  the  1985  bill  and  we  are  pro- 
jecting that  forward  through  1991.  Then  we  are  looking  at  an  alter- 
native kind  of  program. 
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Mr.  VoLKikiER.  Now,  you  tell  me  what  you  are  seeing  in  1991 
then  under  the  present  bill. 

Mr.  Motes.  Under  the  present  bill  we  expect  somewhat  improved 
circumstances.  We  think  that  exports  will  pick  up  as  the  lower 

E  rices  reduce  the  opportunity  that  people  who  have  been  shielded 
y  our  loan  rates  in  the  past  to  produce  as  it  makes  competition 
tougher  with  our  products.  We  see  our  exports  picking  up. 

We  see  in  general  some  diminution  of  the  stocks,  some  improve- 
ment of  the  situation  under  the  current  bill. 

Mr.  VoLKMER.  You  are  saying  that  by  1991. 

Mr.  Motes,  by  1991,  yes. 

Mr.  VoLKMER.  By  1991,  under  the  present  program  we  won't 
have  the  carryover  stock  that  we  presently  have? 

Mr.  Motes.  Yes,  that  is  what  we  see. 

Mr.  VoLKBfER.  Does  Wharton  see  the  same  thing? 

Mr.  Urbanchuk.  Our  estimates  on  carryover  stocks  by  1990-91 
are  below  current  expectations  for  let's  say  the  1986-87  crop  year. 
Unfortunately,  they  are  not  much  below.  Stock  levels  are  going  to 
be  a  problem  under  the  current  legislation  for  some  period  of  time. 

What  we  are  looking  at  here  and  what  we  are  trying  to  evaluate 
are  alternatives  that  are  being  proposed  for  the  current  legislation. 

I  think  it  has  been  mentioned  by  other  people  as  well,  I  don't 
think  that  the  1985  Food  Security  Act  is,  by  any  stretch  of  the 
imagination,  a  perfect  piece  of  legislation.  The  real  question  is  how 
should  it  be  changed  and  what  are  the  costs  and  benefits  associated 
with  various  proposals  for  change  and  that  is  basically  what  we 
have  tried  to  address  in  this  situation. 

The  agricultural  situation  right  now  is  going  to  continue  to  be 
from  what  we  can  see,  that  is  barring  m^jor  catastrophe  in  terms 
of  production,  the  stocks  are  going  to  be  problematic.  We  have  been 
unfortunately  surprised,  surprised  is  not  the  word,  disappointed 
perhaps  is  a  better  word  in  the  responsiveness  in  terms  of  the  foi^ 
eign  economies,  foreign  demand,  for  example. 

There  are  a  lot  of  nonagricultural  factors,  such  as  excessive  foi^ 
eign  debt,  hard  currency  shortfalls,  that  have  prompted  a  lot  of 
countries,  a  lot  of  importing  countries  to  produce  their  own  grain 
and  not  buy  it  on  the  world  markets.  They  are  doing  that  at  cur- 
rent price  levels.  World  price  levels  are  a  lot  higher  and  those  debt 
problems  are  still  pervasive.  Hard  currency  restraints  are  still 
there. 

I  find  it  very  difficult  to  see  how  they  are  not  going  to  be  induced 
to  even  produce  more  grain  domestically  and  reduce  the  reliance 
even  more  on  the  world  markets. 

A  number  of  people  have  been  talking  about  export  markets  and 
about  the  major  exporters  in  the  world  banning  together  and  put- 
ting together  a  cartel. 

Well,  that  is  fine  from  the  exporter's  perspective.  But  keep  in 
mind  that  every  bushel  that  is  exported  has  to  be  imported  some- 
place. So  we  have  to  look  at  a  series  of  policies,  agricultural  and 
nonagricultural,  policies  that  foster  foreign  economic  growth  as 
well. 

We  have  to  look  at  one,  improving  overall  competitiveness  from 
an  agricultural  perspective  but  at  aeveloping  those  markets  and 
improving  demand  prospects  on  the  importing  side. 
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So  there  are  a  lot  of  alternatives  that  we  are  trying  to  look  at. 
The  mandatory  production  controls  that  we  are  looking  at  is  just 
one  of  those. 

Mr.  VoLKMER.  I  appreciate  that.  I  personally  disagree  with  some 
of  the  conclusions  that  you  both  have  arrived  at  here.  Neither  one 
of  you  really  mention  the  impact  on  farm  machinery  and  truck 
manufacturers  and  those  type  of  people.  Neither  one  of  you  men- 
tion that. 

Mr.  Motes.  We  did,  Mr.  Chairman.  We  did  not  attempt  to  list  or 
to  describe  in  detail  all  of  the  numbers  that  we  see  in  terms  of  im- 
pacts in  either  the  current  bill  or  the  H.R.  1425  alternative  but  we 
are  taking  into  account  and  we  will  have  a  lot  more  information  on 
this  when  we  complete  our  work  by  the  way. 

Mr.  VoLKMER.  The  reason  I  say  that  is  because  you  mentioned 
the  adverse  and  I  will  admit  there  will  be  some  adverse  impacts  on 
some  of  the  inputs  like  on  seeds  and  fertilizers  and  herbicides  and 
those  types  of  things  but  as  I  view  it,  I  would  see  a  turnaround  on 
the  other  end  and  I  have  seen  studies  that  say  that  there  will  be  a 
turnaround  the  other  way. 

Mr.  Motes.  We  find  that  turnaround  to  be  very  mixed.  That  is  to 
say  that  those  communities  where  income  comes  primarily  from 
cash  grains  that  are  covered  by  the  programs,  those  folks  are  going 
to  have  more  income  and  those  folks  will  probably  have  at  least  in 
the  short  rim,  more  income  to  spend  on  some  of  the  things  that 
they  need  the  trucks  and  so  on. 

As  I  mentioned,  they  are  going  to  have  a  little  better  ability  to 
repay  some  of  their  loans  but  that  is  a  mixed  picture,  too,  in  the 
sense  that  that  grain  becomes  higher  cost  to  livestock,  producers,  to 
dairy  producers,  to  poultry  producers. 

Those  folks  are  going  to  find  that  when  they  pass  those  higher 
prices  through,  their  markets  are  going  to  be  reduced  just  as  we 
think  our  study  shows  that  higher  prices,  export  prices,  will  dimin- 
ish export  markets  so  that  much  of  the  caution  that  we  are  trying 
to  sound  here  is  tied  to  the  fact  that  the  historical  evidence  and 
our  economic  projections  together  show  that  higher  prices  have 
veiy  serious  effects  in  terms  of  reducing  markets,  domestic  markets 
and  export  markets  and  that  those  higher  prices  and  reduced  mar- 
kets could  have  a  very  substantial,  we  would  think  have  a  very 
substantial  negative  impact  on  the  industry  over  the  longer  run  on 
the  industry  as  a  whole. 

Mr.  Volkmer.  I  can  go  back  and  look  and  say  that  back  in  1981 
when  America  was  paying  18  percent  of  their  disposable  income  for 
food,  my  farmers  were  a  lot  better  off  than  right  now  when  the 
American  people  are  paying  about  13  to  14  percent  of  their  dispos- 
able income  for  food. 

But  you  are  telling  me  that  it  should  be  the  other  way  around. 

Mr.  Motes.  I  am  not  suggesting  that  the  problem  is  not  serious.  I 
am  not  suggesting  that  the  reduction  in  export  markets,  that  the 
declines  in  prices,  that  the  adjustment  that  the  agricultural  econo- 
my faced  is  not  serious.  It  is  serious.  It  is  a  severe  adjustment  and 
it  is  particularly  severe  for  those  people  that  are  highly  indebted. 

I  am  suggesting  only  this,  that  when  the  Congress  considers  the 
alternatives  that  they  see,  whatever  those  might  be,  when  they 
consider  those  alternatives  that  they  weigh  very  carefully  what  the 
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long-run  as  well  as  the  short-run  economic  impacts  might  be,  and  I 
am  pointing  out  or  trying  to  point  out  here  that  we  think  that 
some  of  those  in  spite  of  the  short-run  increases  in  income  that 
could  be  expected  from  a  proposal  like  H.R.  1425,  the  Congress,  I 
think,  also  needs  to  keep  in  mind  the  potential  long-term  n^^tive 
benefits,  negative  impacts  that  will  come  from  restricted  markets 
both  overseas  and  domestic. 

Mr.  VoLKMER.  I  appreciate  your  testimony.  It  gives  us  some  more 
to  think  about  as  we  develop  this  and  I  appreciate  your  testimony 
here  today  even  though  like  I  said,  I  wish  I  had  more  time  to  dis- 
cuss thoroughly  with  you  but  I  really  don't  and  we  have  another 
panel,  so  unless  you  have  another  statement,  I  will  conclude  this 
p€mel  and  we  will  finish  with  Mr.  Mjrron  Openshaw,  chairman  of 
the  agricultural  policy  committee,  National  Cattlemen's  Associa- 
tion and  Mr.  Stu  Hardy,  manager  of  food  and  agricultural  policy, 
U.S.  Chamber  of  Commerce. 

Mr.  Openshaw,  you  may  begin  and  your  statement  will  be  made 
a  part  of  the  record  and  you  may  either  review  it  in  full  or  sununa- 
rize  however  you  so  desire  and  following  your  statement,  Mr. 
Hardy,  you  may  proceed  with  yours  and  your  statement  ¥dll  be 
made  a  part  of  the  record  immediately  following  Mr.  Openshaw 
and  then  we  will  proceed  with  questions  after  that. 

STATEMENT  OF  MYRON  OPENSHAW,  CHAIRMAN,  AGRICULTURAL 
POLICY  COMMITTEE,  NATIONAL  CATTLEMEN'S  ASSOCIATION, 
ACCOMPANIED  BY  CHANDLER  KEYS,  WASHINGTON  REPRE- 
SENTATIVE 

Mr.  Openshaw.  Thank  you,  Mr.  Chairman.  I  would  like  to  just 
read  this.  Thank  you  for  allowing  the  National  Cattlemen's  Asso- 
ciation to  participate  in  this  important  hearing  today.  My  name  is 
Myron  Openshaw  and  I  represent  the  National  Cattlemen's  Asso- 
ciation as  chairman  of  their  agricultural  policy  committee. 

I  am  a  rancher  and  rice  farmer  from  Orville,  Califomici,  and  also 
first  vice  president  of  the  California  Cattlemen's  Association,  filly 
Congressman  is  Wally  Merger  who  I  am  pleased  to  say  sits  on  this 
full  committee. 

The  National  Cattlemen's  Association  is  the  national  spokesman 
for  all  segments  of  the  beef  cattle  industry — including  cattle  breed- 
ers, producers  and  feeders.  The  NCA  represents  approximate^ 
230,000  cattlemen.  Membership  includes  individual  members  as 
well  as  49  affiliated  State  cattle  associations  and  23  national  breed 
associations. 

I  would  like  to  begin  by  stating  the  National  Cattlemen's  Asso- 
ciation opposition  to  any  substantial  changes  in  the  1985  Food  Se- 
curity Act.  This  current  farm  bill  has  only  been  in  place  for  one 
full  crop  year.  It  has  provided  predictability  and  added  some  8tidt>U- 
ity  to  the  farm  community.  Changing  course  at  this  point  would  be 
a  disservice  to  the  whole  of  agriculture. 

The  1985  Food  Security  Act  was  the  result  of  a  years  worth  of 
work  by  the  time  it  became  law.  During  that  year,  one  of  the  most 
prevalent  topics  of  conversation  was  the  fact  that  this  bill  would 
cover  a  5-year  period  of  time. 
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The  majority  of  farmers  and  cattlemen  called  for  stability,  pre- 
dictability and  longevity  in  any  new  farm  legislation.  Farmers  and 
cattlemen  are  growing  weary  of  changing  horses  in  midstream. 
Forecasting  the  running  of  an  operation  can  be  done  more  accu- 
rately if  the  rules  of  the  game  remain  unchanged. 

Having  said  that,  I  would  now  like  to  make  a  few  comments  re- 
garding mandatory  production  controls  for  grain.  To  begin  with, 
production  controls  for  grain  to  achieve  an  artificial  market  price 
would  leave  cattlemen  with  a  tremendous  burden. 

Ahnost  overnight,  feed  costs  would  skyrocket,  but  only  for  U.  S. 
consumers.  Foreign  purchasers  of  U.S.  grain  would  still  be  able  to 
buy  feedstuffs  at  world  prices.  Even  after  recovering  from  the  ini- 
tial slap  of  artificially  supported  prices  for  feed  grains,  the  cattle 
industry  would  still  have  to  face  the  threat  of  Canadians  or  Mexi- 
cans setting  up  cattle  feeding  operations  using  U.S.  com  at  world 
prices  and  then  shipping  live  cattle  to  the  United  States  for  slaugh- 
ter with  a  clear  profit  advantage. 

Also,  as  feeders  are  forced  to  pay  higher  and  higher  prices  for 
grain,  they  will  pay  an  artificially  lower  and  lower  price  for  feeder 
calves.  Margins  have  to  be  maintained.  So,  initially,  the  cow/calf 
man  would  also  have  to  bear  some  of  the  pain  of  price  controls  for 
grain. 

What  it  all  boils  down  to  is  that  the  proponents  of  mandatory 
production  controls  would  move  the  burden  of  supporting  grain 
farmer  income  away  from  the  market  and  Government  and  to  the 
consumer  of  the  commodity  and,  in  the  case  of  feed  grains,  the 
burden  would  be  placed  on  the  livestock  industry. 

A  lot  of  talk  is  focused  on  the  innuendo  that  NCA  is  only  inter- 
ested in  a  cheap  grain  policy.  This  is  far  from  the  truth.  The  cattle 
industry  can  live  with  $2  a  bushel  corn  or  $5  a  bushel  com,  as  long 
as  the  world  market  is  the  major  force  behind  the  price. 

With  the  current  farm  bill,  the  price  of  com  is  low,  reflecting  a 
huge  surplus.  If  this  surplus  starts  to  dissipate,  the  price  would  in- 
crease under  the  current  structure  of  the  law.  This  is  a  factor  the 
cattle  industry  is  willing  to  live  with. 

Mr.  CHiairman,  once  again,  the  National  Cattlemen's  Association 
supports  the  current  farm  legislation.  It  may  not  be  the  best  of  all 
worlds,  but  it  is  the  predictability  of  current  farm  legislation  the 
cattle  industry  needs  at  this  time. 

Thank  you  very  much  for  allowing  us  to  speak  before  your  sub- 
committee. 

Mr.  GucKMAN.  Thank  you  very  much.  I  appreciate  it.  I  think 
Mr.  Hardy,  you  are  last  and  I  hope  vou  haven't  sat  here  for  7 
hours  but  if  you  have,  you  have  probaoly  learned  a  little  bit,  too. 
We  are  glad  to  have  you  with  us. 

STATEMENT  OF  STUART  B.  HARDY,  MANAGER,  FOOD  AND 
AGRICULTURE  POLICY,  U.S.  CHAMBER  OF  COMMERCE 

Mr.  Hardy.  Thank  you,  Mr.  Chairman,  I  am  Stuart  Hardy,  man- 
ager of  food  and  agriculture  policy  for  the  U.S.  Chamber  of  Com- 
merce. 

We  appreciate  this  opportunity  to  participate  in  this  he€tring  and 
we  have  very  much  enjoyed  the  whole  series  of  hearings  on  policy 
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alternatives.  A  lot  of  useful  testimony  and  information  has  been 
generated  and  perhaps  the  wisdom  to  help  fashion  new  and  more 
effective  policies  in  the  future. 

We  have  several  concerns  with  mandatory  production  controls  in 
general  and  with  the  bill,  H.R.  1425,  in  particular. 

Our  first  item  of  concern  is  the  provision  in  H.R.  1425  that  re- 
quires producer  referenda.  The  chamber  does  support  the  use  of 
producer  referenda  to  decide  sector  specific  issues  such  as  changes 
in  marketing  promotion  checkoff  programs,  but  I  think  it  is  impor- 
tant to  recognize  that  commodity  price  and  supply  management 
programs  are  not  sector  specific.  Production  agriculture  has 
become  increasingly  integrated  into  the  general  economy  and  farm 

!>rograms,  commodity  programs  have  mcgor  spillover  or  ripple  ef- 
iects  into  the  general  economy  and  throughout  the  whole  series  of 
food  and  fiber  related  industries. 

A  decision  relating  to  commodity  programs  is  a  decision  that  we 
feel  is  very  much  a  public  policy  decision  that  needs  to  be  ad- 
dressed by  Congress  where  competing  interests  can  be  heard  and 
where  competing  interests  can  be  reconciled  and  not  in  a  producer 
referenda  where  some  affected  parties  as  the  Farm  Bureau  stated 
earlier  in  their  testimony,  where  some  affected  parties  are,  in 
effect,  disenfranchised  for  making  that  decision. 

A  second  issue  of  concern  to  the  chamber  is  the  provision  in  H.R 
1425  that  pegs  crop  prices  to  the  parity  index.  We  haven't  heard 
very  much  about  the  parity  index  in  this  hearing  today.  Parity 
means  fairness  and  equity  in  the  purchasing  power  of  crop  produc- 
ers and  for  that  reason,  it  has  a  lot  of  appeal  in  the  countryside 
and  the  parity  concept  is  a  concept  that  has  a  lot  of  support  among 
the  farm  organizations,  but  I  think  that  we  have  to  recognize  that 
the  parity  price  index  is  most  recently  redefined  in  statute  in  1948 
is  generally  recognized  by  economists  and  statisticians  to  be  fuU  of 
distortions  and  to  no  longer  serve  as  a  useful  or  meaningful  meas- 
urement of  farmers  economic  well-being. 

Earlier  this  year,  Dr.  Lloyd  Teagan  of  the  Economic  Research 
Service  completed  a  survey  of  all  professional  literature  on  the 
parity  price  index,  some  75  to  80  individual  studies  are  referenced 
in  Dr.  Teagan's  analysis  and  virtually  every  one  of  those  studies 
concludes  that  the  index  does  not  reflect  the  huge  and  accelerating 
changes  in  farm  structure  and  productivity  and  it  is  not  an  appro- 
priate tool  for  determining  support  prices. 

If  the  professional  literature  on  the  topic  of  the  parity  price 
index  is  correct,  then  H.R.  1425  could  lead  to  price  distortions  and 
that,  of  course,  could  result  in  massive  misallocation  of  resources. 

A  third  concern  that  we  have  in  the  chamber  and  a  very  serious 
concern  has  been  addressed  here  by  a  number  of  witnesses  and 
that  involves  the  whole  issue  of  establishing  and  maintaining  an 
international  price  and  market-sharing  agreement. 

We  feel  that  this  is  most  unlikely.  TTie  Cairns  Group  of  14  nugor 
agricultural  trading  nations  has  on  two  previous  occasions  just  in 
the  past  year  rejected  the  idea  of  an  international  market«naring 
cartel. 

It  is  true  that  the  EC  has  repeated  stated  its  interest  in  such  a 
cartel.  Somebody  said  earlier  in  the  hearing  that  Francois  Guit 
laume,  the  French  Minister  of  Agriculture,  has  called  for  it  on  sev- 
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eral  occasions  but  I  think  that  we  have  to  doubt  very  much  wheth- 
er or  not  the  EC  would  negotiate  in  good  faith  and  the  EC  is  the 
largest,  the  second  largest,  next  to  the  U.S.  agricultural  consumer 
and  producer  and  no  such  cartel  could  be  established  without  their 
support. 

We  doubt  that  they  would  negotiate  in  good  faith  simply  because 
it  is  not  in  their  best  interest  from  their  perspective.  I  have  had 
the  good  fortune  in  the  past  3  years  in  participating  in  an  ongoing 
dialogue  with  European  farm  and  agribusiness  leaders  in  the  pri- 
vate sector  and  I  have  followed  with  great  interest  the  debate  that 
has  developed  with  the  EX!!!,  not  what  they  put  out  for  public  con- 
sumption when  they  talk  to  our  diplomats  but  what  they  are  dis- 
cussing internally  and  among  themselves. 

They  are  very  much  a  mercantilist  in  their  mentality  where  agri- 
culture is  concerned.  They  are  very  anxious  to  complete  that  pro- 
tective barrier  around  the  common  agricultural  policy  and  the 
major  gap  in  that  barrier  is  the  zero  duty  binding  on  American 
soybeans  and  on  com  gluten  feed  and  they  would  welcome  the  op- 
portunity to  respond  to  the  United  States  invocation  of  the  section 
22  waiver  to  close  that  gap. 

They  have  perhaps  $3%  to  $4  billion  of  agricultural  markets  in 
the  United  States.  We  have  a  $5  billion  plus  market  in  the  EC-12 
to  protect.  So  from  the  mercantilistic  perspective,  I  am  afraid  that 
they  would  take  advantage  of  such  negotiations  and  would  not  ne- 
gotiate in  good  faith  and  would  welcome  the  opportunity  to  re- 
spond as  they  have  a  right  to  do  under  GATT  rules  to  any  invoca- 
tion of  section  22. 

Finally,  Mr.  Chairman,  you  and  Chairman  de  la  Garza  have  had 
a  long  interest  in  rural  development  and  in  the  rural  economy  and 
that  has  been  a  topic  that  has  been  addressed  earlier.  I  would  like 
to  make  just  a  couple  of  points  about  this. 

The  doubling  of  program  crop  prices  called  for  in  H.R.  1425 
would  likely  have  a  beneficial  impact  on  some  rural  and  Main 
Street  businesses,  especially  farm  lenders  and  especially  dealers 
and  manufacturers  of  farm  equipment,  but  the  beneficial  impact 
would  probably  be  short  lived.  This  is  the  conclusion  of  the  FAPRI 
report  and  every  other  economic  report  that  we  have  heard  here 
today  in  these  hearings. 

The  longer  term  impact  on  the  rural  economy  would  very  likely 
be  injurious.  Higher  prices,  lower  demand,  sharp  cutback,  perhaps 
100  million  acres  according  to  Dr.  Motes,  cutback  in  production 
would  eventually  take  its  toll  on  the  rural  economy  and  for  that 
reason  we  do  not  agree  that  H.R.  1425  or  mandatory  production 
controls  would  be  a  good  thing  for  the  rural  economy. 

I  would  like  to  just  conclude  my  remarks  by  pointing  out  that 
the  United  States  Chamber  of  Commerce  is  not  just  Fortune  500 
companies.  We  do  not  just  represent  the  views  and  interests  of  big 
business.  We  have  thousands  of  small  businesses  and  we  have 
many  small  rural  local  chambers  who  participate  in  the  chamber 
family. 

We  are  very  concerned  about  rural  communities  and  we  are  con- 
cerned about  farmers  and  saving  the  family  farm.  We  do  not  sup- 
port the  Save  the  Family  Farm  Act  because  we  don't  think  that 


Digitized  by 


Google 


538 

the  goals  that  this  act  states  which  we  agree  with,  which  we  share, 
would  be  served  by  the  methods  in  the  act. 

Thank  you. 

[The  prepared  statement  of  Mr.  Hardy  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  GucKMAN.  Thank  you. 

Mr.  Openshaw.  Mr.  Chairman,  I  would  like  to  introduce  Chan- 
dler Keys  who  is  with  our  National  Cattlemen's  office  here  in 
Washington,  D.C.  and  would  be  assisting  me  in  any  answers  that  I 
can't  come  up  with. 

Mr.  GucKMAN.  We  know  Chandler.  He  has  testified  before  and 
he  does  an  excellent  job  for  you  all. 

I  am  going  to  forego  questions  because  Mr.  Openshaw,  the 
Kansas  Livestock  Association  is  having  a  reception  in  this  room, 
and  I  am  going  to  blame  you  if  I  can't  get  out  of  here  in  time  so  I 
am  going  to  yield  my  time. 

Mr.  VoLKMER.  I  have  no  questions. 

Mr.  GucKMAN.  Mr.  Volkmer  has  no  questions.  The  chairman  of 
the  committee,  Mr.  de  la  Garza. 

The  Chairman.  No  questions. 

Mr.  GucKMAN.  All  right.  We  appreciate  your  testimony  and  the 
fact  that  you  were  last  doesn't  mean  that  you  were  least.  These  are 
very  complicated  issues  and  we  want  to  establish  a  record  for  a 
couple  of  purposes. 

One,  if  we  decide  to  make  some  program  changes  we  want  to 
know  basically  what  it  means  and  what  its  impact  will  be  and 
second  of  all,  I  had  felt  that  the  1985  farm  bill  did  not  provide  a 
good  chance  for  us  to  deal  with  the  philosophical  and  intellectual 
underpinnings  of  what  farm  policy  has  been  or  should  be  and  when 
a  new  President  of  the  United  States  is  elected  whether  they  be  a 
Republican  or  a  Democrat,  I  suspect  that  we  were  going  to  be  look- 
ing seriously  at  program  changes  then  and  before  the  1985  farm 
bill  expires. 

I  think  that  there  will  be  pressure  to  do  that  and  these  hearings 
if  they  don't  produce  anything  before  that,  may  produce  some 
thinking  for  us  to  do  afterwards. 

So  your  testimony  has  been  very  valuable.  We  have  some  votes 
on  the  House  floor.  So  I  appreciate  your  testimony  and  we  are 
going  to  conclude  the  hearing  right  now.  Thank  you  very  much. 

[Whereupon,  at  4:25  p.m.,  the  subcommittee  recessed  to  recon- 
vene at  the  call  of  the  Chair.] 

[Material  submitted  for  inclusion  in  the  record  follows:] 
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Testimony  of 

Senator  Tom  Harkin 

before  the 

Subcommittee  on  Wheat,  Soybeans,  and  Feed  Grains 

Committee  on  Agriculture 

U.S.  House  of  Representatives 

March  31,  198? 

Mr.  Chairman,  thank  you  for  the  opportunity  to  testify 
here  today  and  for  calling  a  hearing  to  discuss  the  subject 
of  mandatory  production  controls.   As  the  Senate  sponsor  of 
S.  658,  the  Family  Farm  Act,  I  have  been  an  advocate  of  the 
Idea  that  farmers  be  permitted  to  vote  in  a  producer  * 
referendum  on  a  mandatory  production  control  farm  program  for 
our  program  crops  as  an  alternative  to  the  present  program. 
I  believe  that  this  approach  offers  our  best  hope  to 
stabilize  and  maintain  our  family  farm  system  of  agriculture, 
relieve  the  economic  crisis  facing  many  farmers,  and  bring 
some  economic  sanity  to  our  farm  programs. 

Today,  rather  than  discussing  my  proposal  in  detail,  I 
would  like  to  discuss  what  I  view  are  the  compelling 
arguments  for  this  type  of  policy  approach  and  impress  upon 
the  subcommittee  the  urgency  for  legislative  action. 

Some  observers  inaccurately  portray  the  farm  policy 
debate  as  the  "free  market"  versus  "government  control." 
Nothing  could  be  further  from  the  truth.   Under  our  current 
program,  the  free  market  offers  grain  farmers  only  the 
freedom  to  go  broke. 

Despite  all  the  bold  rhetoric  about  "getting  the 
government  out  of  agriculture,"  the  fact  is  that  an 
affordable  and  reliable  supply  of  food  is  Just  as  essential 
to  our  national  security  as  our  military  forces.   For  this 
reason,  government  has  been  involved  in  agriculture  since  the 
first  spade  of  soil  was  turned  over  in  this  country  —  and 
always  will  be. 

When  the  cash  price  of  corn  is  $1.40  per  bushel  in  Iowa 
and  the  target  price  is  $3-03  per  bushel,  the  farm  program  is 
economically  mandatory  for  corn  producers.   Nothing  could  be 
much  more  "mandatory"  than  the  current  program.   So  I  believe 
the  real  debate,  at  least  for  the  foreseeable  future,  is  what 
type  of  mandatory  program  will  we  have?  Whose  interests  will 
the  government  defend  —  that  of  the  family  farmer,  or  that 
of  the  food  processing  conglomerates  that  have  profited  so 
handsomely  from  our  current  program  at  the  expense  of  the 
farmer  and  the  taxpayer? 
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To  illustrate  this  point,  I  obtained  the  most  recent 
data  from  the  Forbes  annual  survey.   For  the  50  food 
processing  firms  surveyed,  sales  over  the  latest  12  nonths 
increased  6.0%;  however,  profits  increased  12.9%.   Comparable 
all-industry  medians  were  3-9%  and  2.8%  respectively. 

Will  we  continue  down  the  current  road  which  subjugates 
farmers  into  groveling  for  their  government  check,  whose  size 
and  timing  is  continually  subject  to  the  slippery  slope  of 
Congressional  budget  procedures?  Or  would  farmers  prefer  to 
join  together  in  a  cooperative  effort  to  boost  their  market 
prices  and  bring  supply  in  line  with  demand? 

Our  starting  point  in  this  farm  policy  debate  should  be 
how  to  (1)  substantially  reduce  the  cost  to  government  farm 
programs  and  (2)  increase  farm  income.   During  the  1985  farm 
bill  debate  the  starting  point  seemed  to  be  how  do  we 
increase  exports.   I  believe  hindsight  clearly  shows  that 
that  was  the  wrong  starting  point.   Despite  the  incentives  of 
export  subsidies  and  marketing  loans,  U.S.  agricultural 
export  volume  is  expected  to  rise  only  slightly  this  year, 
while  export  values  will  continue  to  fall  because  of  low 
commodity  prices.   In  what  sense  do  we  gain  by  increasing 
export  volume  at  the  expense  of  export  values?  Most  trade 
experts  agree  that  low  prices  and  subsidies  will  not  buy  back 
market  shares.   Clearly,  they  will  not  buy  back  U.S. 
prosperity. 

I  believe  that  replacing  the  current  direct  payaent 
program  with  a  program  consisting  of  mandatory  production 
controls  in  conjunction  with  higher  loan  rates  makes  good 
sense  for  both  farmers  and  taxpayers.   This  type  of  program 
must  be  mandatory,  because  voluntary  programs  contain  one 
fundamental  flaw  —  whenever  a  farm  program  produces  a 
production  response  sufficient  to  increase  market  prices  to 
levels  that  approach  or  are  in  fact  profitable,  some 
producers  will  bet  they  can  do  better  financially  by  farming 
fence  row-to-fence  row  outside  of  the  program.   Invariably 
this  increases  surpluses,  depresses  market  prices,  and  the 
cycle  starts  all  over  again,  placing  producers  on  a  continual 
tread  mill  of  low  returns. 

Increasing  market  prices  permits  the  farmer  to  receive 
his  income  from  the  market.   Users  of  grain  such  as  export 
buyers,  food  processors,  and  livestock  and  poultry  producerSy 
will  pay  a  higher  price  for  grain  —  a  price  that  more 
accurately  reflects  the  real  costs  of  producing  that  grain. 
Government  costs  are  reduced  because  deficiency  payments 
would  be  eliminated  under  this  approach. 
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Perhaps  the  best  analysis  to  date  of  this  approach  has 
been  conducted  by  the  Food  and  Agricultural  Policy  Research 
Institute  (FAPRI)  at  the  University  of  Missouri  and  Iowa 
State  University.   This  analysis  compared  my  bill  with 
current  law.  The  key  assumptions  were  that  direct  payments 
are  discontinued  and  loan  rates  were  increased  to  ^^%   of 
parity  for  198?  crop  ($5.17-wheat,  $3.77-corn,  and 
$9.32-soybeans)  increasing  by  M   of  parity  annually 
thereafter.   Export  trade  shares  are  assumed  to  be  constant 
as  a  result  of  a  international  agreement. 

The  accompanying  charts  summarize  the  results  of  this 
analysis  on  my  bill.   Of  particular  interest  are  the 
following: 

-  Net  farm  income  for  the  study  period  1988  through  1995 
increased  an  average  of  $21  billion  annually  (the 
difference  between  $45.7  billion  as  compared  to  $24.4 
billion  annually  projected  under  the  current  program); 

-  Government  farm  program  costs  decreased  on  average 
$14.4  billion  annually,  $23.5  billion  over  the  next 
three  fiscal  years; 

-  Export  earnings  increased  more  than  $12  billion 
annually,  a  7o%  increase  through  the  study  period. 

Mr.  Chairman,  these  results  confirm  that  my  approach 
would  provide  for  both  a  substantial  increase  in  farm  income 
and  a  reduction  in  farm  program  costs.   On  the  final  point 
dealing  with  trade,  I  would  reemphasize  the  importance  of 
developing  an  International  grains  agreement  in  the  areas  of 
market  share,  minimum  price,  and  production  controls. 
Without  progress  in  this  area,  any  farm  program  we  might  try 
to  construct  in  this  Congress  will  falter.   This  point  was 
reconfirmed  for  me  last  week  when  in  testimony  before  the 
Senate  Subcommittee  on  Agricultural  Credit,  former  Senator 
and  now  Governor  Henry  Bellmon  of  Oklahoma  said: 

I  believe  the  time  has  come  for  the  United  States  to 
lead  the  way  in  the  establishment  of  an  international 
grain  agreement. 

At  the  present  time,  many  countries,  including  the 
United  States,  are  offering  export  subsidies  which 
have  the  effect  of  reducing  grain  prices  even 
further.   This  is  helping  to  impoverish  food  producers 
worldwide. 
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The  United  States  is  the  dominant  force  in  world  grain 
and  oil  seed  trade.   Presently  that  force  is  being  used  in  a 
predatory  manner  in  a  futile  attempt  to  regain  market  share. 
Alternatively,  I  believe  we  should  use  that  power  in  a 
positive  manner  to  provide  the  leadership  necessary  to 
construct  an  international  grain  agreement.   The  FAPRI  report 
confirms  that  while  an  agreement  of  this  type  could  result  in 
a  modest  loss  of  export  volume,  this  loss  would  be  more  than 
made  up  for  by  the  increase  in  export  revenue. 

On  a  another  issue,  critics  of  my  proposal  will  argue 
that  this  bill  increases  consumer  food  prices.   It  is  true 
that  if  all  of  the  increase  in  commodity  prices  created  by  ny 
bill  were  to  be  passed  on  directly  to  the  consumer,  there 
would  be  an  increase  in  food  prices  (an  assumption  which  aay 
not  be  true  given  the  current  profit  levels  of  the  food 
processing  industry).   However,  because  the  farmer  receives 
such  a  small  percentage  of  the  consumer's  food  dollar,  the 
increase  would  be  modest.   The  average  yearly  increase  in  the 
cost  of  food  under  my  bill  over  and  above  the  cost  increases 
which  would  occur  under  the  current  program,  is  only  1.6t  per 
year  over  the  next  nine  years. 

The  impact  that  this  increase  would  have  upon  the  poor 
is  a  legitimate  concern.   I  for  one  would  be  willing  to 
offset  this  increase  in  our  food  assistance  programs  and  in 
fact  have  taken  the  additional  step  of  including  the 
provisions  of  the  Kennedy/Panetta  Hunger  Relief  Act  into  ay 
bill. 

Perhaps  one  of  the  most  legitimate  concerns  raised  by  a 
policy  change  of  the  type  contemplated  by  my  bill  is  the 
impact  it  would  have  upon  the  profitability  of  the  livestock 
sector.  To  mitigate  the  impact  of  increasing  grain  prices^ 
my  bill  contains  a  livestock  transition  program  which  would 
permit  livestock  producers  to  purchase  CCC-owned  grain  for  a 
period  of  up  to  three  years.   Once  the  transition  to  these 
higher  prices  is  achieved,  I  believe  livestock  producers  will 
benefit  from  having  a  more  predictable  and  stable  grain  price 
rather  than  being  subject  to  the  shocks  of  fluctuating  grain 
prices  as  in  recent  years.   Already  we  see  signs  of 
unwarranted  expansion  in  livestock  production  being  fueled  by 
current  low  grain  prices,  and  I  am  reminded  of  the  old  Iowa 
adage  that  "cheap  corn  means  cheap  hogs." 
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The  concept  of  my  bill  would  represent  a  sharp  departure 
from  current  policy,  but  it  is  by  no  means  a  radical  new 
idea.   In  his  I960  presidential  debate  with  Richard  Nixon, 
Kennedy  stated: 

In  my  Judgment,  the  only  policy  that  will  work  will  be 
for  effective  supply  and  demand  to  be  in  balance,  and 
that  can  only  be  done  through  governmental  action. 

...that  in  those  basic  commodities  which  are 
supported,  that  the  federal  government,  after 
endorsement  by  the  farmers  in  that  commodity,  attempt 
to  bring  supply  and  demand  into  balance  and  attempt 
effective  production  controls. 

The  farm  crisis  today  is  simply  a  case  of  having  too 
much  grain  with  nowhere  to  go.   Even  the  Reagan 
Administration  is  belatedly  coming  to  the  conclusion  that 
supply  management  is  the  answer.  Tet  it  clings  blindly  to  a 
belief  in  a  non-existent  free  world  market  while  spending 
billions  on  diversion  payments  and  bonus  conservation  reserve 
payments  --  all  terribly  inefficient  attempts  to  reduce 
surpluses. 

In  conclusion,  Mr.  Chairman,  the  time  has  come  to  change 
direction  in  farm  policy  —  away  from  the  bin-busting 
surpluses  and  cheap  grain  gravy  train.   Grain  buyers  in  this 
country  and  abroad  are  becoming  addicted  to  cheap  grain.   The 
farmers  of  America  need  your  help  now  to  reverse  our  present 
disastrous  policies  before  this  addiction  becomes  permanent. 
Let  us  return  prosperity  to  rural  America  and  stabilize  our 
family  farm  system  of  agriculture. 


(Charts  follow:) 
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.M>.BOX  I2H47 
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Tcttlaony  By 

Texas  Agricvltur*  CoiBistionar  Jla  BifhtowBr 

Before  the 

U.S.  Boom  Agriciilturo  tebcoiBittoe 
Od  VliMtt  Soybons  and  f—A  Oraias 

Vaahlagtofit  D.C. 
March  91 •  1987 

Tha  Paally  Pani  Act  la  tba  ona  fan  policy  optioa  bafora  Congraaa  tiMt 
will  aava  tba  faally  fan.  An  aaalyaia  by  Tazaa  AOI  Qtaivaraity  of  f i^  cvnraBt 
farp-policy  propoaala  abova  tbat  typical  Tasaa  faailj  faiw  «D«ld  bava  a  90  to 
100  parcaat  cbaaca  of  aaccaaa  uadar  tbla  lagialatioa.  OMar  Fraaidaat  Baafatt's 
propoaal  to  lovar  fan  coaaodity  pricaa  airan  fartbaT.  tbaaa  typical  faraa  is 
Tazaa  voald  bava  aaro  cbaaca  of  aabiag  it.  Tba  AOI  at«4y  alao  riio— d  tbat  tiM 
awaraga  aaBnal  aat  caab  fan  iBcoaa  for  fovr  rapraaaBtatUa  Tasaa  faiaa  «mM 
at  laaat  doabla  i^t  tboaa  farao  racaira  midar  earraat  policy.  In  tba  caaa  of 
a  typical  fan  on  tba  Soatb  Flaina  of  Tasaa »  a  aiana  flO.OOO  aat  iaeaa 
a  plaa  $40*000  incoaa  andar  tba  Fasily  Fan  Act. 

Go  aak  a  Tasaa  irtiaat  faratr.  Ba'll  tall  yov  idiat  diractioa  U.t.  faza 
policy  abonld  taka.  Tazaa  ia  tba  aacond-largaat  iriiaat  prodacar  ia  tba 
country.  Tha  1986  Vbaat  Foil  aaadstad  by  Congraaa  confiraad  tbat  ovar  79 
porcant  of  Taxas  whaat  producara  favorad  a  prograa  tbat  aatabliabad  baaiaaaa 
aanagcaant  practices  and  allowed  fara  prices  to  equal  the  actual  coat  of 
production.  The  referendua  carried  22  of  Tesas'  27  Congraaaioaal  diatricta* 
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topped  by  an  86  p«rc«iit  TOt«  of  approval  In  tha  vbaat-prodncing  Sovtham  High 
Plalna  dlatrlct  of  Congraaaaan  Larry  Coaibaat.  (Tour  of  tba  fiva  diatricta  In 
which  tha  rafarandm  did  not  paaa  vara  largaly  urban  diatricta.)  Thia  ia  not 
aurpriaing  givan  tha  potential  iapact  tha  Faaily  Fan  Act  would  hmwm  on 
producera  in  Tazaa. 

Lat'a  conaidar  tha  iapact  tha  Faaily  Fan  Act  would  hava  on  tha  typical 
farwar  in  Deaf  Saith  County  on  tha  High  Plaina  of  Tazaa  with  a  fan  of  a  lit  t  la 
over  2,000  acraa.  On  thoae  acrea  a  farwer  will  raiae  corn*  aorgihuB*  and 
wheat.  He's  got  a  ahort-vave  radio  and  a  couple  of  fan  handa.  It  coat a  hia  a 
lot  to  fan.  He 'a  got  a  firat-ratc  irrigation  ayataa,  but  it 'a  axpanaiva  to 
puBp  that  deep  water  out  of  the  Ogallala  Aiiuifcr.  Ria  energy  coat  a  are  higji. 
He  has  to  try  to  ■axiaisa  thoae  energy  coata.  In  tha  winter  he'll  grace  cattle 
on  the  wheat  paaturaa— hia  own  cattle  or  atocker  ateera.  On  1200  acrea  of 
wheat  he  sight  grasa  over  500  head  of  cattle,  te  hia  400  acraa  of  aorghua,  he 
■ight  let  the  calvea  grace  the  atubble  after  the  coabine  goea  through* 

Thia  farwar  handles  a  lot  of  woney  but  geta  to  keep  very  little  of  it. 
Hia  net  worth  way  be  around  $350,000,  but  hia  debt  could  be  aa  high  aa 
$200,000.  He 'a  got  a  loan  with  the  Farwera  Ho«e  Adainiatration,  but  he 'a 
Bontha  behind  on  hia  paywenta.  Sixty-one  percent  of  fmRA  borrowcra  in  Deaf 
Smith  County  arc. 

This  la  a  proud  farwer.  He's  dedicated  to  turning  atraight  rowa, 
starting  at  the  back  of  his  acreage  to  get  it  pat  ao  that  by  the  tiae  he's  up 
by  the  highway,  where  his  buddies  can  aee,  the  rows  arc  absolutely  perfect. 

But  there's  nothing  beautiful  down  at  the  bank.  According  to  a  1986 
study  by  Texas  Tech  University,  faraers  on  the  High  Plains  can't  break  even  on 
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cotton,  sorghuB  or  Irrigated  iftieat.  A  awrwrny  of  agrlcaltural  cradlt  condltloiif 
by  the  Dallas  Fadaral  lascrrc  Board  aatiaataa  that  43  parcant  of  all 
agricultural  borrovara  at  coaaarclal  banka  In  tha  High  Plaliia  hara  aarioua  dabt 
problaaa.  Tha  value  of  fara  land  In  tha  region  haa  dro|>pad  25  to  30  percent 
since  1981,  meaning  the  typical  operation  haa  lost  $95,625  In  fan  land  value. 
The  value  of  fara  equlpaent  haa  dropped  10  to  30  percent,  aeanlng  a  loaa  of 
$21,000  on  a  typical  fan  In  the  region. 

While  this  Hlgli  Plalna  farmer  la  atruggllng  under  currant  policy,  he  aaea 
others  In  his  region  getting  rich.  Under  the  governaent's  PIK-and-Boll 
prograa,  Carglll  and  other  International  grain  tradera  aade  over  $15  ■Ulloa  la 
the  Northern  High  Plalna  laat  year. 

The  hard  tlaes  on  the  fan  are  reflected  In  an  ugly  aet  of  social 
statlatlcs.  Between  1982  and  1986,  the  nuaber  of  caaaa  eligible  for  Aid  to 
Paalllea  with  Dependent  Children  increaaed  In  the  Hl^  Plalna  by  89  percent » 
tvlce  the  atatevlde  Increaae.  There  was  an  Incraaae  of  27  percent  la  food 
ataap  recipients  and  a  46  percent  Increaae  In  Medicaid  reclpleata.  There  uaa  a 
40  percent  Increaae  In  the  nuaber  of  calla  received  per  aonth  by  the  Aaarlllo 
Suicide  Rot  Line  and  the  nuaber  of  clients  adalttad  to  faally  violence  abeltars 
doubled. 

The  Faally  Fan  Act  of  fare  the  only  fan  policy  option  for  the  High 
Plalna  faally  faraar  and  hla  coHRmlty.  That  faraer'a  debt  will  drop  froa  an 
average  $140,000  to  $19,560  under  this  bill.  Hla  debt-to-aaaet  ratio  will  drop 
froa  27  percent  to  elgiht  percent.  Hla  annual  net  cash  incoaa  will  increaae 
froa  the  $9,444  he  recelvea  through  the  current  prograa  to  $53,163.  Bacauae 
agricultural  bualneaaes  account  for  92  percent  of  the  bualaaaa  ravannaa  and  57 
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parcMit  of  tbft  fvll-tlBt  nployaMit  In  Deaf  Saitb  Comty^   tiM  tacomm   lacrMS* 
to  the  fan  will  b«  duplleatod  and  qointuplad  throughovt  thm   tOMunlty. 
tecanaa  tha  High  Plaina  account a  for  44  parcant  of  Tazaa'  crop  acraaga,  tha 
iapact  on  Taicaa  aa  a  vhola  will  ba  conaldarabla. 


Savaral  hundrad  allaa  to  tha  Southaaat  of  Daaf  Saith  County  la  tha 
Cantral  Tazaa  co—uulty  of  Hlllaboro.  Hill  County  £•!■•  hava  a  coahlnad  Incoaa 
of  approzlaataly  $57  Billion  par  yaar.  Tha  typical  Hill  County  farsar  haa 
■bout  1750  acraa,  about  250  of  irtiich  ha  owna.  Tha  raat  ha  laaaaa  froa 
naighbora.  te  thla  land  ha 'a  got  about  1000  acraa  of  cotton*  500  acraa  of 
■haat,  and  a  littla  ovar  200  acraa  of  aorghna.  In  addition*  ha  haa  280  atockar 
cova  on  his  vhaat  land.  Ria  nat  worth  la  about  $365*000  irtiila  hia  dabt  runa 
doaa  to  $200,000. 

Aa  tha  Tazaa  Tach  atudy  ahowa,  thla  producar  can't  braak  aran  on  cotton 
or  aorghuB,  aithar.  Forty-aight  parcant  of  tha  agricultural  loana  in  Cantral 
Taxaa  ara  paat  dua.  Aitrl cultural  land  valuaa  in  tha  ragion  hava  droppad  15  to 
20  parcant  ($62,400  on  tha  typical  fan)*  ao  fan  collataral  haa  droppad.  In 
Hlllaboro,  tha  county  aaat,  an  iaportant  aactor  of  tha  aconoay  la  aada  up  of 
cotton  glna,  grain  procaaaora,  and  fartiliser  aalaa.  Tha  aconoay  la  hurting. 

Dndar  tha  provlaiona  of  Faaily  Fan  Act*  tha  Hill  County  faraar'a  dabt 
will  drop  froB  an  avaraga  $139,000  to  $17,000.  Hia  dabt/aaaat  ration  will  drop 
froB  28  parcant  to  aight  parcant.  Hia  annual  net  caah  iacoBa  vill  riaa  froB 
$19*000  to  $35,300. 
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Finally*  let's  look  at  a  ona-tlBt  ranch  In  Matatorda  County  In  tha 
Coaatal  Band.  It  had  about  2.700  acrca  and  «aa  daacrlbad  hj   local  faraars  aa 
tha  noat  efficient  operation  they'd  aver  aeen.  It  rotated  irfiaat  and  aoybaaaa 
on  about  AOO  acrea.  It  had  nalse,  nilo  and  rice.  It  had  it  a  own  irrigation 
wells,  grain  dryers,  conbines  and  tractora.  They  baled  their  own  hay  froa  four 
or  five  cuttinga.  It  vaa  a  picture-book  fan.  It  aade  good  cropa.  and  nobody 
out  there  drore  any  Cadillaca.  It  was  buainaas  fron  aun-«p  to  aoaatiaaa  way 
into  the  nigiht.  They  had  a  conputer  to  stay  on  top  of  the  caah  flow.  V»«n 
they  got  a  fuel  delivery,  they  neaaured  the  fuel  tank  trucka  going  in  and 
coning  out.  "They  took  care  of  buainass,"  their  neighbors  acroaa  tha  higliway 
aaid. 

And  then  about  two  or  three  years  ago  the  word  vent  out  that  they  had  to 
sell.  They  just  weren't  asking  it,  even  with  a  few  producing  oil  and  gaa 
walla.  Their  net  worth  waa  alnoat  $800,000,  but  their  debta  were  well  over 
half  that,  and  they  couldn't  get  enough  return  on  their  inveataanta  to  aaat 
their  intereat  paynants.  And  so  it  was  sold  two  yeara  ago,  after  land  valoaa 
atarted  to  drop.  The  saae  thing  is  happening  to  a  nui4>er  of  other  farva  and 
ranches  in  Hatagorda  County,  where  land  is  now  going  for  $380  par  acre.  On 
Kerch  19,  the  nearby  Sweeny  Bank  failed  with  $18  nillion  in  aasets. 

According  to  the  Teicas  Tech  study,  a  Teicas  famer  along  the  Gulf  Coaat 
can't  break  even  on  sorghun,  rice,  com,  or  soybeans.  Tha  Dallas  Federal 
Reserve  Bank  estiaates  A2  percent  of  the  agricultural  loans  in  the  Coaatal  Band 
are  having  repaynent  problems.  Sixty-five  percent  of  the  bsnkers  in  tha  region 
rate  opportunities  for  off-fam  enploynent  as  poor.  Agricultural  land  in  tha 
region  has  dropped  20  to  30  percent  in  value  ($189,000  for  a  typical  fan). 


Digitized  by 


Google 


557 


Under  the  Fodly  Fan  Act.  the  av«r«t*  ^ani  d«bt  In  thm  Coastal  Band  vill 
drop  froB  $290,000  to  $37,000.  Tha  dabt>to-aaaat  ratio  vUl  drop  froa  27 
parcant  to  8  pareant.  Annoal  nat  caah  Ineoaa  will  Incraaaa  froa  $57,7S0  undar 
cvrrant  prograa  to  $109,000. 
IDKAL  KCOWOMT 

Aa  tba  fan  aeonoay  goaa,  ao  goaa  tha  rural  aconoay*  In  1985*  tha 
porarty  rata  for  mral  countlaa  vaa  18.3  parcant,  coaparad  to  12.7  parcant  for 
■atropolltan  areaa.  Vhlla  In  1979  only  300  of  tba  2400  nonnrban  coontiaa  in 
tha  U.S.  had  unaaployaant  rat  aa  higlier  than  nina  parcant,  by  1985  ovar  1,100 
nonurban  countlaa  had  unaaployaant  rataa  graatar  than  nlna  parcant.  In  tha 
19808,  aavan  of  avary  algjit  nav  aarvlca  jobs  hava  goaa  to  urban  countlaa.  In 
tovna  vlth  fawar  than  1,000  paopla,  retail  aalaa  hara  dropped  by  32  parcant 
since  1980.  They've  dropped  by  17  percent  In  towna  of  2500  to  5,000  paopla, 
while  towna  larger  than  10,000  people  have  aaen  aalaa  galna  In  proportion  to 
the  Increaac  In  city  alaa.  In  1977,  fara  county  incoaa  aaa  91  percent  of  urban 
county  Incoae.  By  1984,  It  uaa  76  percent.  Hhlla  the  gap  batvaan  par  capita 
Incoae  In  aetropolltan  and  rural  countlaa  aaa  narrovlng  In  tha  1970a,  It  haa 
widened  In  this  decade.  Urban  par  capita  Incoaa  today  la  $14,000  while  rural 
Incoae  la  about  $10,000. 
EIPORT  EAmOCg 

la  all  this  aacrlflce  by  feaily  faraa  and  rural  eoaannltlea  at  least 
contributing  to  a  healthy  U.S.  agriculture  export  picture? 

U.S.  agricultural  exports  have  fallen  froa  $44  billion  in  1981  to  $26 
billion  laat  year.  The  U.S.  aarkat  share  fell  froa  19  to  15  percent.  Our 
aarkat  share  of  wheat  fell  froa  46  to  33  percent;  feed  gralna,  froa  72  to  55 
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percent;  •oybemst  froa  71  to  50  percent.  U.S.  ezporte  to  elz  high-debt  Letli 
Aaerlcen  nations  fell  froa  $4.3  billion  to  alnm  $16.2  bllUon  In  1984.  U.S. 
vheat  exports  decreased  by  9.3  allllon  aetrlc  tons  froa  1981  to  1984*  while 
competitors'  exports  rose  by  10.5  allllon  aetrlc  tons.   (In  1984»  It  cost  $105 
to  produce  a  aetrlc  ton  of  wheat  In  the  U.S.  while  total  cash  expenses  were  $60 
and  $62  respectively  In  Argentine  and  Auatralla.) 

Current  world  grain  trade  policy  aaounts  to  a  de  facto  International 
trade  arrangeaent  In  which  all  parties  are  losera.  The  only  winners  are  the 
International  shippers  and  grain  conglciMraCes.  The  Feally  Fara  Act  proposes 
an  International  trade  agreeaent  In  which  all  parties  could  coae  out  wlnaers. 

Establishing  a  fair  price  atructure  for  International  agriculture  has 
becoae  a  priority  for  all  agricultural  exporting  countrlea*  Including  thosa  of 
the  European  CoBmnlty»  Canada,  Auatralla,  and  Latin  Aaerlca.  Erery  one  of 
these  countries  Is  having  to  pay  aesslve  price  supports  In  order  to  coapete  at 
the  low  Ifitcmeclonal  price.  According  to  the  Undersecretary  of  State  for 
Econoalc  Affaire,  agriculture  will  be  "the  aoat  laportant  econoalc  problea" 
addressed  at  the  aevea-natlon  econoalc  suaalt  In  Venice  this  June. 

An  International  agreeaent  setting  a  fair  price  at  a  level  that  would 
allow  all  countries  to  ellalnste  or  greatly  decrease  supports  would  Incraase 
the  productivity  of  each  country.  Vhlle  International  aales  would  decreas«» 
net  Incoae  froa  those  sales  would  Increaae  draaatlcally  (by  $36.4  bllUoD  for 
the  U.S.  In  1995-96,  according  to  FAPRI).  The  added  Incoae  for  debtor  natloas 
such  aa  Argentina  and  Brasll  would  allow  thea  to  repay  their  debts.  Less 
developed  countries,  which  currently  arc  not  able  to  establlah  native 
agriculture  because  of  artificially  low  laport  prices,  will  be  able  to  becoae 
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aorc  •«lf-saf f IclcBt .  Th«  bill  Instructs  thm  Frasldant  to  iBclodo  in 
Intsmstionsl  agrscasnts  forsign  food  asslstmcs  and  failtts  rolisf  outlays  in 
ordor  to  holp  thoso  coon  trios  oaso  into  food  Indopondonco. 
fOCP  ASSISTAWCK 

And  on  tho  hoBO  front  tho  Psally  Pam  Act  provldos  tho  only  «T«na«  boforo 
Congross  for  a  full-scalo  asssult  on  hungor  and  ■almtrltlon  in  this  country 
vlthottt  an  appropriation  of  nov  funds.  It  includos  tho  provisions  of  tho 
Konnody/Panotta  Hunger  laliof  Act  of  1986  and  adrocatos  tho  eonvarsion  of  a 
portion  of  tho  nonay  nov  spant  on  agrlhusinass  subaldias  to  provida  funding  and 
outraach  for  programs  to  faad  tha  hungry  and  aalnourlshad.  Aa  in  tha 
Kannady/Panatta  act,  tha  Paaily  Pan  Act  would  azpand  donaatic  food  prograa 
•llglblllty  catagoriaa  and  allocata  an  additional  aonay  for  tha  food  ataap 
progroB.  tha  VIC  prograa  and  other  nutrition  prograna.  Ourrantly  fawer  than 
half  the  eligible  uoaen.  infanta*  and  children  in  need  of  banafita  can  be 
aarved  by  VIC  becauae  of  inauf fldent  funding.  In  addition*  tha  act 
aatabllahea  eligibility  for  food  ataap  prograaa  for  tha  hoaalaaa. 

By  apending  leas*  our  governBont  can  do  a  who la  lot  aora  for  the  poor* 
for  faally  faraera,  and  for  the  econoay  of  thia  country  in  general.  Vhat 
conauaera  spend  in  extra  penniaa  at  the  grocery  atora  thay  aora  than  gat  back 
in  tax  dollars  and  reduced  Intereat  ratea  under  the  Paaily  Para  Act.  And  vith 
our  agricultural  coaaodity  producera  working  their  way  out  of  debt*  the  Paaily 
Para  Act  aay  provide  the  key  to  reviving  our  entire 
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IMPACT  OH  OOWSDHER  PRICES 
Jan.  *81 


Wheat jgg  (12  o».) 


Retail  Price 
Fam  Value 

$1.04 
$  .03 

Quaker  Com  Grits  (24  oz.) 

Retail  Price 
Farm  Value 

$  .58 
$  .06 

Nabisco  Prculua  Saltlnes  (1  lb.) 

Retail  Price 
Fam  Value 

$1.07 
$  .07 

Duncan  Hlnes  Cake  Nix 

Retail  Price 
Fam  Value 

$  .89 
$  .03 

Keebler  Choc.  Chip  Cookies  (12  o».) 
Retail  Price  $1.69 

Farm  Value  $  .01 


McDonald's  Quarter  Pounder 
Retail  Price 
Farm  Value 

Wonder  Bread  (1  lb.) 
Retail  Price 
Farm  Value 


$1.15 
$  .19 


$  .52 
$  .05 


Pepper Idge  Fam  White  Bread  (1  lb.) 
Retail  Price  $  .99 

Farm  Value  $  .05 


Kellogg's  Com  Flakes  (12  os.) 
Retail  Price 
Fam  Value 

Com  Tortillas  (one  dozen) 
Retail  Price 
Fam  Value 


$1.04 
$   .03 


$   .37 
$   .01 


irch  *87 

Harkln/Gephardt 
I^»act 

$1.41 
$  .02 

$1.44 
$  .05 

$  .67 
$  .03 

$  .75 
$  .11 

$1.29 
$  .04 

$1.35 
$  .10 

$1.29 
$  .02 

$1.31 
$  .04 

$1.85 
$  .01 

$1.86 
$  .02 

$1.49 
$  .16 

$1.53 
$  .20 

$  .58 
$  .03 

$  .62 
$  4)7 

$1.23 
$  4)3 

$1^7 
$  J07 

$1.15 
$  .02 

$1.21 
$  .08 

$  .46 
$  .01 

$  .48 
$  .03 

Compiled  by  the  Texas  Department  of  Agriculture 
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FARM  POLICY  PROPOSALS 
Average   Government   Costs   1988-91 


0      2      4      6      8     10    12    14    16    18    20 
Billions  of  Dollars 

MPARED  WITH  CURRENT  POLICIES,  HARKIN-GEPHARDT 

ASHES  GOVERNMENT  COSTS  BY  52%  -  $8.9  BILLION  ANNUALLY 


Average  Net  Farm   Income   1988-91 

Harkin 

Decoupling 

larketing  Loan 

Current 

0        5 

Billions  of  Dollars 

:REASES  net  farm  income  37%  -  $10.5  BILLION  ANNUALLY 

Pr«par«d   by  T«xat  D«p«rtm«nt  of  Aoricultiir* 

P.O.    Box    12847/Auttin.   TX      78711 
(512)       463-7693 
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FARM  POLICY  PROPOSALS 

Average  Direct  Farm  Dollars  Put  Into  Rural 
Areas    1988-91 


Harkin 

Decoupling 

Marketing  Loan 

Current  ^_^___ 

40      60      80     100   120    140    160 
Billions  of  Dollars 

COMPARED  WrrH  CURRENT  POLICIES,  HARKIN-GEPHARDT 
*PUMPS  AN  EXTRA  $11.5  BILLION  ANNUALLY  INTO  THE  RURAL 
ECONOMY 


Harkin 


Decoupling 
Marketing  Loan 


Current 


Average    Export   Values    1988-91 
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'ENHANCES  EXPORT  VALUES  60%  -  $9.4  BILLION  ANNUALLY 

Praparad  by  Taxat  Dapartmant  of  Agricultura 

P.O.    Box    12847/Auatin.   TX      78711 
(512)       463-7693 
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THE  CSBB  IN  AMERICAN 
AGBICDLTUSE 

Sines  1 961.  ov«r  500000  of  th«  moM 
•ffiCMfit  produotrs  of  AiMricM  food  hM« 
bMn  put  om  of  biMinooo.  Of  tho  640X)00 
AmoricMt  fomMy  farmort  who  ronwin. 
1 20.000  wHI  bo  ahut  down  within  two  vMTs. 
and  anothor  200.000  aro  tootorine  on  tho 
brink  of  oxtinetion.  White  tho  pricos  thoyVo 
rocoivad  for  thair  farm  production  ara  haH  of 
what  thay  901  m  1961.  tha  prioaa  tha 
Amarican  conaumar  paya  at  tha  groeory  atora 
•varaga  30  paraant  mora  than  thay  dkS  aix 
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Whara'a  aN  tha  monay  going?  To  tha 


intamational  ihippara  who  ara  malting 
obacana  profita  off  a  fadaral  farm  policy  that  i« 
driving  family  farmara  out  of  buainaaa. 
undarmining  tha  banafita  tha  oonaumar 
racaivaa  from  tha  oompatltiva  aiructura  of 
•gricultura.  addhig  10  our  national  trada 
dafieit,  and  thraataning  to  ineraaaa  intaraat 
rataa  by  2  to  3  parcant 

And  who'a  hmding  thia  program? 
Taxpayara  andoonaumartw  totha  tuna  of  $26 
biNion  in  aubaidtoa  laat  yaar  to  agribuainaaa 
conglomaraiaa.  WNia  Kallogg'a  ratum  on 
aquity  ovar  tha  laat  fiva  yaara  avaragad  33.4 


racaiwing  a  minua  13.4  paroani  ratum.  Tha 
iflrtua  of  tha  whaat  farmara  producad  to  go 
into  a  tl  .41  boK  of  Ganaral  MMIa' Whaatiaa 
may  hawa  faHan  by  42  paraant  par  buahal.  but 
tha  prioa  of  that  1 2-ounoa  box  on  tha  grooary 
aiofa  ihalf  roaa  by  36  paroant. 

w  ttiia  trand  coniinuai^  agribuainaaa 

NTourlandiauaad, 


wa  pay  for  our  food 

Tha  Sawa  tha  Family  Farm  Ait  addraaaaa 
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"F^Kkio  ioodpric9§  wara  dftntttyt  fdt 
nfwtn,  but  th9  lacaaa  ifkay  tulfttwo  nttchtd 
th9  finniM  fwtp&d  hf  th9  ti9Ki  Utim  in  th9  food 
ehoM—tho  pneoooon." 

-forboa,  Jommy  tZ  t987 
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Undtf  currvfit  AdminisifMion  policy,  ths 
nuion't  fann«rt  raaliMd  •  rotum  on  oquitv  of 
minus  1 3.4  poroont.  Aooordino  to  ronw,  food 
praonsNiQ  conQloiiMfOtos  ovor  tno  pMt  fivo 
yoors  havo  ovorsgod  ouiragoous  rotumt  on 
equity: 

Kollogg  33.4% 
n.  J.  iwynoMB*NMMCO  22.8% 

H.J.Hoinz  21.2% 

Sara  Lm  19.1% 

Pillabuffy  17.2% 

Quaker  Oats  16.7% 

CampballSoup  16.3% 


FASMINCX>ME 

Aoooraing  to  tna  Food  and  Policy  ftasaarcn 
Instituta  of  tha  UntvarsHy  of  Missouri 
Columbia  and  Iowa  Stata  Univarsity.  tha  Sava 
tha  Family  Farm  Act  wrill  douMa  nat  farm 
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VOODOOStS 


>  ooMt  of  th*  8m«  th«  Family 
rwm  All  era  psid  for  in  tho  mwtaiptooo  ond 


•vorago  annuol  food  prico  inerooot  of  1 .6 
poioont.  At  iho  Mmo  timo,  ttw  poraontogo  of 


wH  docfMM  by  ono>tfiira  by  1  vvd. 


Tlw  Sovo  tfw  FMnHy  Form  Act  providoo  tho 
only  Monuo  boiofo  ConQraoo  foe  o  fuli*oc8lo 
miult  on  hungor  ond  inilnuliition  in  ttw 
oounify  wllhout  Iho  oppvopriolion  of  now 
fimdt.  It  odwocMoo  tho  oonvociion  of  o  portion 
off  tno  Hionoy  nowoponi  on  ognDuoinooo 
tuboidtot  to  prowido  fundbig  and  ouiraoch  for 
programa  lo  faod  tho  hungry  and 


Tho  dabt  OMad  by  Amarican  farmars  ia 
nioro  than  tha  oombinod  dabia  of  Moxico  and 
BradL  Undar  currant  poHcy.  tee  billion  (a  Ihtia 
OMf  una  fuMili  tha  farm  dabt)  cannot  bo 
faoovatad.  Tha  dabt  raatructuting  proviaiona  of 
tfia  Sava  tha  Family  Farm  Act  wNI  pravant 
dafaull  on  ovor  half  thia  dabt  graatly  radudng 
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Family  Farm  Act  will  ramowa  arwironmontally 
aanaitivo  farmland  from  production.  It  will  alao 
roducotho  uaaof  ohomicalfartiKiort  in 


jyOOOUNIMHIJlT 

Tho  curront  crop  monitoring  functJomof 
tho  U.8.  Doportmont  of  Agriculturo  win  onabia 


MbMiritfM4Mr   ' 


Jh  i^MnL  M9  nnuM  finttiB  #r  mm9  OiMr 


aocouniabia  for  tho  buainaaa  managamont 
prowiaiona  of  tho  Saw  tho  Family  Farm  Act. 


TOdifiFABIfBBS 

Currant  farm  policy  haa  drivon  moat  of 
tttoaa  who  havo  antarod  farming  in  tha  laail  6 
yaara  out  of  buiinow.  Tho  Saw  tho  Family 
Farm  Act  providoa  a  maana  for  young  farmars 
to  amor  tha  buainaaa  and  atay  in  buainaaa. 


"TtmSmfth&FamaffannAtimouronlf 

ononco  fo  aaw  ina  iriNipofMBnc  compttiwt 
tmaun  0f  iood  pn^/dion  in  thi$  eountfy." 

"JknHiffi 
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WHAT  THE  SAVE  THE  FAMILT 
FABM  ACT  DOES: 


■  RmcumI  60,000  fwnilyfannart  who 
would  othorwiM  go  out  of  butinMt  and 
•nabiM  360,000  otfwrt  to  oarn  a  dacant 


Eliminaiaa  tl 8  billion  in  taxpayar  aubaidtoa 
tha  firat  yaar  and  savas  922  bilKon-a-yaar 


From  thasa  savinga.  makas  biUiona  of 
doNara  availaMa  avary  yaar  for  food 


■  Raatoraa  a  producar-initiatad  "buainaaa 
manaQamant  atipiuacnioU.S.  iiin>tn<HMCUon. 

■  RatiimacradibilitytoU.8.  ORponpoHcy. 


Enauraa  that  anvironmantaMy-aanaitfva 
farmland  is  ramovad  from  production. 


'^he  Smf9  th§  PamHy  Farm  Act  giimg 
AmgrieansBwaytodoformongoodhtre 
farm  ^eanomy  tiy  $p9nding  far  Igst," 

•'Jim  Hiffnlowar 
Taiiaa  Commisstortar 
of  AffrieuHura 


For  Mora  Information  Contact: 

Taxas  Dapartmant  of  Agricultura 

Farmara  Aaaiatanca  Program 

P.O.  Box  12847 

Austin.  TX  78711 

(612)463-7573 
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TESTIMONY  OF  JIM  NICHOLS,  COMMISSIONER 

MINNESOTA  DEPARTMENT  OF  AGRICULTURE 

MARCH  31,  1987 

WHEAT,  SOYBEANS,  AND  FEED  GRAINS  SUBCOMMIHEE 

U.S.  HOUSE  OF  REPRESENTATIVES 


For  more  than  50  years  our  government  has  been  forced  to  deal  with  surplus 
farm  production.  Land  retirement  programs  have  proven  to  be  the  only 
effective  means  to  bring  supply  Into  balance  with  demand.  The  Issue 
Is  not  whether  or  not  we  are  In  favor  of  supply  management.  Supply 
management  Is  unavoidable.  The  Issue  Is  whether  we  will  Implement  an 
Intelligent  supply  management  program  on  a  consistent  basis. 

In  1983,  USDA  Implemented  the  largest  and  costliest  supply  management 
program  In  history;  the  PIK  program.  More  than  80  million  acres  were 
taken  out  of  production  at  a  cost  of  over  $12  billion.  It  Is  Important 
to  note  that  this  program  was  Implemented  by  an  administration  that 
has  consistently  opposed  supply  management. 

Federal  land  retirement  programs  were  created  during  the  height  of  the 
depression  and  dust  bowl  years  In  an  attempt  to  stabilize  rural  economies 
suffering  from  overproduction.  The  Crop  Adjustment  Act  (CAA)  of  1934 
and  1935  retired  between  16  and  20  million  acres.  The  Agricultural 
Conservation  Program  (ACP)  of  1936  Increased  land  retirement  programs 
from  28  million  In  1936  to  42  million  In  1941. 

The  onset  of  World  War  II  and  the  subsequent  Increased  demand  for 
agricultural  commodities  for  the  war  effort,  brought  the  retired  lands 
quickly  Into  production.  No  land  was  retired  In  the  years  1948-1950, 
1954  and  1955. 

After  the  Korean  War,  overproduction  and  resulting  low  farm  Income  again 
appeared.  In  1956,  the  Conservation  Reserve  (CR),  the  Soil  Bank  program 
was  conceived.  The  Soil  Bank  program  reached  Its  peak  In  1961  when 
28  million  acres  were  taken  out  of  production. 

In  1961,  another  land  retirement  program  was  Initiated.  The  Feed  Grain 
Program  (FGP)  was  an  annual  program  which  did  not  require  any  grass-legume 
seedlngs  but  recommended  annual  cover  crops.  This  program  and  the  similar 
Wheat  Program  (WHP),  which  began  a  year  later,  combined  with  the  existing 
Soil  Bank  contracts  to  retire  64  million  acres  In  1962. 

The  Soil  Bank  (CR)  acreages  gradually  declined  while  FGP  and  WHP  acreages 
increased.  In  1966,  the  multi-year  contract  Cropland  Adjustment  Program 
(CAP)  was  added  to  the  existing  three  programs. 

The  FGP  and  WHP,  which  retired  a  peak  of  56  million  acres  In  1972,  were 
greatly  reduced  In  1973  and  not  funded  In  1974.*  Fence  row-to  fence 
row  farming  was  encouraged  by  Secretary  Butz  despite  predictions  by 
leading  agricultural  forecasters  of  surpluses  within  four  years. 
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Commissioner  Jim  Nichols 
Page  Two 

As  predicted,  surpluses  began  building  despite  record  overseas  grain 
sales  and  drought.  Although  over  $1.3  billion  In  price  support  and 
storage  payments  were  made  In  1977,  no  lands  were  retired.  In  1978» 
17  million  acres  were  set  aside.  Despite  the  1978  and  1979  retlremt 
programs,  feed  grain  and  wheat  reserves  continued  to  grow. 

The  1980 's  were  ushered  In  without  a  retired  acres  program.  Only  nine 
million  acres  were  enrolled  in  FGP  and  hfHP  In  1982  desolte  a  desire 
for  a  larger  enrollment.  This  resulted  In  record  feed  grain  and  wheat 
harvests  which  complicated  an  already  severe  situation.  Faced  with 
no  alternative,  a  record  80  million  acres  were  taken  out  of  productloa 
In  1983.  Set  asides  were  reduced  In  1984  and  1985,  but  1987  will  once 
again  see  large  amounts  of  land  taken  out  of  production. 

A  mean  of  15  million  acres  were  retired  annually  during  the  first  25 
years  (1934-1958)  of  land  retirement  programs  with  a  maximum  of  42  million 
acres  In  1941.  During  the  last  25  years,  the  mean  more  than  doubled 
to  34  million  acres  annually  with  the  maximum  of  80  million  acres  reached 
In  1983.  Some  form  of  subsidy  has  been  paid  every  year  since  1956. 
For  the  27  year  period  of  1956  to  1982,  subsidy  payments  totaled  $34,879 
billion  and  averaged  $1,292  billion  per  year. 

The  Congress  has  been  aggressively  lobbied  to  oppose  supply  management 
programs  by  the  Fertilizer  Institute  and  the  multinational  grain 
companies,  especially  Carglll,  Inc.  of  Minnesota. 

The  enclosed  article  Indicating  that  Carglll's  1986  profits  at  $409 
million  were  up  66X  from  1985,  highlights  that  there  are  winners  and 
losers  under  our  current  farm  policy. 

Carglll,  the  world's  largest  privately  held  corporation.  Is  suffering 
from  the  same  export  slump  that  Is  hitting  farmers,  but  Its  huge  storagt 
capacity  In  terminal  and  country  elevators  as  well  as  barges  enables 
Carglll  to  receive  well  over  $100  million  dollars  In  storage  fees  from 
the  government.  Carglll  generated  record  profits  In  com  milling,  beef 
processing,  cotton,  coffee,  salt,  seed  processing.  International  poultryt 
steel  and  commodity  brokerage  operations. 

Carglll  had  massive  profits  In  Its  high  fructose  com  sweetener  operations 
by  orlclng  fructose  just  under  sugar.  Fructose  has  replaced  sugar  1r 
almost  the  entire  beverage  Industry.  Carglll  Is  a  staunch  defender 
of  the  current  sugar  proaram  which  sets  the  loan  rate  at  18  cents  per 
lb.  ($396  per  metric  ton)  and  limits  production,  but  opposes  high  loan 
rates  and  supply  management  for  other  coninodltles.  Carglll  has  been 
able  to  buy  corn  for  $1.20  per  bushel  ($48  per  metric  ton)  but  consiatrs 
are  paying  the  same  40i  -  50i  per  can  for  pop. 
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Carglll  Is  also  the  big  winner  In  the  current  cheap  feed  program  witit 
350,000  hogs  and  250.000  cattle  on  feed,  plus  domination  of  the  poultry 
feeding  Industry.  Almost  SOX  of  all  fat  cattle  are  now  fed  In  huge 
lots  In  the  Southwestern  U.S.  More  than  85X  of  all  fat  cattle  arel' 
slauahtered  by  four  conglomerates:  Excel  Beef  (Carglll),  Nontford  (Con 
Agra),  IBP  and  Swift.  Consumers  are  at  risk  when  vertically  Integrated 
giants  such  as  Carglll  totally  control  the  feed,  animals  and  processing 
of  meat  products. 

Also  enclosed,  please  find  an  article  highlighting  Carglll's  large  PAC 
contributions  to  political  compalgns.  Considering  the  profits  Carglll 
Is  generating  under  current  farm  policy  almost  everyone  would  agree 
that  It  Is  money  well  spent.  It  should  be  obvious  to  everyone  why  Carglll 
lobbies  agrresslvely  for  programs  such  as  Marketing  Loan  and  Decoupling 
which  will  further  drive  down  grain  prices  while  encouraging  surplus 
production.  Carglll  showed  Its  true  colors  when  Carglll  Vice-President 
Robbin  Johnson  appeared  with  Senator  Rudy  Boschwitz  before  the  House 
Agriculture  Committee  to  help  the  Senator  answer  questions  about  his 
Decoupling  proposal. 

Under  current  policy  family  farm  operations  Involved  In  the  production 
of  beef,  pork  and  dairy  will  soon  go  the  way  of  the  poultry  Industry 
with  huge  vertically  Integrated,  feeding  and  processing  operations 
controlling  the  Industry.  Our  current  deficiency  payments,  which  are 
actually  production  subsidies,  enable  the  grain  buyers  to  buy  at  far 
below  the  cost  of  production  with  the  taxpayers  paying  almost  half  of 
the  production  costs.  Needless  to  say,  these  production  subsidies 
encourage  a  constant  surplus  of  production. 

Farmers  do  not  benefit  from  such  a  system  because  their  government  subsidy 
checks  are  spent  for  seed,  fuel,  and  fertilizer  to  continue  the  production 
cycle.  In  fact,  the  market  price,  combined  with  the  government  check, 
rarely  equal  the  production  cost  so  fanners  end  up  taking  a  loss.  The 
biggest  mistake  any  farmer  can  make  Is  to  grow  the  com  for  his  hoas 
and  cattle,  since  he  will  end  up  feeding  com  that  cost  him  over  $3 
per  bushel  to  produce  while  his  competitors  such  as  Carglll  are  feeding 
com  for  less  than  $1.50  per  bushel.  Even  farmers  with  grass  and  hay 
are  at  a  competitive  disadvantage  since  a  ton  of  corn  now  sells  for 
less  than  a  ton  of  hay. 

The  Congress  has  written  farm  policy  which  last  year  subsidized  the 
entire  production  of  8.3  billion  bushels  of  corn  even  though  markets 
existed  for  only  6.3  billion  bushels.  The  1.3  billion  bushels  exported 
was  sold  at  loss  thanks  to  the  taxpayers  production  subsidy.  Much  of 
the  5  billion  bushels  of  com  for  domestic  use  went  Into  the  livestock 
feeding  Industry  and  ends  up  as  a  taxpayer  subsidy  to  the  multinational 
grain  companies  In  the  feeding  Industry. 

(Attachments  follow:) 
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Table  1:     Amount  of  cropland  retired  under  the  various  U.S.   farm  programs  from  1934  to  I9fi3 

Acreages  In  Million 


CAAi/^/ 

ACf^/ 

Soil  Bank    1 

FGP 

VHP 

CAP 

CTR 

Year 

AR 

CR 

Total 

1934 

20.5 

20.5 

35 

16.9 

16.9 

36 

28.5 

28.S 

37 

29.2 

29.2 

38 

30.0 

30.0 

39 

41.5 

41.5 

40 

42.4 

42.4 

41 

42.6 

42.6 

42 

38.3 

38.3 

43 

3.1 

3.1 

44 

6.4 

6.4 

45 

4.1 

4.1 

46 

2.7 

2.7 

47 

1.6 

1.6 

4« 

0.0 

49 

0.0 

1950 

0.0 

51 

0.24 

0.24 

52 

0.19 

0.19 

53 

0.12 

0.12 

54 

0.0 

55 

0.0 

56 

12.2 

1.4 

13.6 

57 

21.4 

6.4 

27.B 

58 

17.2 

9.9 

27.1 

59 

22.5 

22.5 

1960 

28.7 

28.7 

61 

28.5 

25.2 

53.7 

62 

25.8 

28.2 

10.7 

64,7 

63 

24.3 

24.5 

7.2 

56.0 

64 

17.4 

32.5 

5.1 

55.0 

65 

14.0 

34.7 

7.2 

55.9 

66 

13.3 

34.7 

8.2 

4.6 

62.R 

67 

11.0 

20.3 

4.9 

40.2 

68 

9.2 

32.4 

3.3 

48.9 

69 

3.4 

39.1 

11.1  . 

57.5 

1970 

0.1 

37.4 

15.7 

57.0 

71 

0.1 

18.2 

13.5 

2.1 

37.2 

72 

0.1 

36.6 

20.1 

2.8 

61.6 

73 

9.4 

7.4 

19.6 

74 

2.7 

75 

2.4 

76 

2.1 

77 

1.0 

78 

8.3 

9.6 

0.3 

18.2 

79 

4.8 

8.2 

13.0 

1980 

0.0 

81 

0.0 

82 

3.2 

5.8 

1.6 

9.4 

83 

41.5 

32.3 

6.8 

80.6 

^^  CAA  -  Cropland  Adjustnent  Act 

ACP  "  Agricultural  Conservation  Program 

AR  -  Acreage  Reserve- Soil  Bank 

CR  "  Conservation  Reserve- Soil  Bank 

^  Source  Edwards  1984 


FGP  •  Feed  Grain  Program 

WHP  -  Wheat  Program 

CAP  -  Cropland  Adjustatnt  ProgrM 

CTR  ■  Cotton  I  Rice  ProgrM 
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ACREAGE  SET  ASIOE/OIVERSION  PERCENTAGES 


Year 

Feed  Grains 

Ubeat 

Rice 

Upland  Cotton 

1982 

lot 

15t 

15t 

15t 

1983 

50% 

50t 

50% 

55% 

1984 

lot 

30t 

25% 

25% 

1985 

lot 

30t 

35t 

30% 

1986 

20t 

25t 

35% 

25% 

1987 

35t 

27. 5t 

35t 

20t 

Average    22. 5t 


29. 5t 


32. 5t 


28.3% 


CORN  PRODUCTION 

Year 

Mill.  1 

1981 

8.1 

1982 

8.2 

1983 

4.2 

1984 

7.7 

1985 

8.8 

1986 

8.3 

CORN  USAGE  (Mill.  Bu.) 
Year  Domestic 


1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
Forecast 


4,966 
5.416 
4,793 
5,170 
5,255 
5,450 


Export 

2,010 
1,834 
1,902 
1,865 
1,241 
1,250 


Total 

6,976 
7,250 
6,695 
7,035 
6.496 
6,700 
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Minnesota  PACs  gave 
$1.1  million  in  '86  races 
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TESTIMONY  FOR 

DAVID  SENTER,  NATIONAL  DIRECTOR 

AMERICAN  AGRICULTURE  MOVEMENT.  INC. 

Mr.  Chairman  and  members  of  the  Committee.  The  American 
Agriculture  Movement,  Inc.  has  been  anxious  to  appear  before  you  today  In 
support  of  the  Harkln/Gephardt  supply  management  leglslatloa 

The  opposition  to  higher  farm  prices  is  a  well  orchestrated  and  well 
financed  operation.  We  have  never  witnessed  such  misinformation  and 
distortion  of  the  truth  distributed  as  facts  by  the  USOA  and  the  grain 
trade. 

Each  member  of  this  committee  should  know  that  farmers  are  ready 
to  accept  strict  supply  management  programs  The  results  of  the  wheat 
poll  show  a  clear  majority  vote  In  favor  of  mandatory  programs  If 
farmers  had  the  right  to  vote,  the  referendum  would  pass  and  it  would  be 
clear  to  everyone  who  actually  represents  producers.  This  Is  a  major 
reason  that  some  commodity  groups  and  farm  organizations  are  trying  to 
defeat  the  program  In  Congress. 

AAM  Is  not  advocating  dismantling  the  1985  Farm  Bill  r-  to  pass  the 
Harkln/Gephardt  bill  will  merely  add  another  option  for  producers.  If  the 
majority  of  producers  are  happy  with  the  current  program,  the  referendum 
will  fall  and  the  1985  Farm  Bill  will  remain  In  place.  If,  on  the  other  * 
hand,  the  majority  do  not  support  the  current  bill,  the  vote  would  enact  the 
mandatory  program,  but  In  either  case,  the  majority  would  rule. 
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This  subcommittee,  during  cortslderatlon  of  the  1985  Farm  Bill, 
marked  up  similar  legislation  and  sent  It  to  the  full  committee.  The  full 
committee  modified  the  language  and  Included  It  In  the  farm  bill  sent  to 
the  House  floor.  We  now  ask  this  same  subcommittee  to  again  be  the 
leader  and  move  this  legislation  out  to  the  full  House  Committee. 

Everyone  should  be  aware  that  this  year  the  1985  Farm  Bill  Is  the 
best  It  will  ever  be.  Target  prices  will  begin  to  ratchet  down  lOX 
between  now  and  1990.  The  loan  rates  will  also  continue  to  fall.  What 
will  be  the  result  of  a  lOX  cut  In  target  prices?  You  know,  and  I  know.  It 
win  be  devastating  to  producers.  A  vote  against  the  Harkln/Gephardt  bill 
Is  voting  In  favor  of  a  I  OX  cut  In  target  prices. 

AAM  Is  now  preparing  a  list  of  hundreds  of  meetings  held  nationwide 
where  producers  were  polled  on  farm  programs.  This  list  Is  being  prepared 
by  request  for  several  members  of  the  House  Agriculture  Committee. 
Overwhelmingly,  farmers  attending  these  meetings  voiced  support  for 
higher  loan  rates  and  a  mandatory  program.  The  producers  that  attended 
these  meetings  were  the  same  ones  that  voted  In  support  of  the  wheat 
poll.  These  individuals  were  not  the  paid  lobbyists  for  the  grain  trade 
with  unlimited  budgets  hired  to  defeat  any  legislation  that  Will  raise  farm 
prices  —  these  were  actual  producing  farmers. 
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Marty  economists  are  attacking  the  Harkln/Gephardt  bill,  saying  It 
win  be  too  costly  or  It  will  hurt  rural  America,  etc.  Economists  prove 
what  they  are  paid  to  prove  —  some  are  pro  and  some  con.  The  opposition 
can  believe  who  they  want  and  you  can  believe  who  you  want  To  do 
nothing  Is  to  sign  the  death  warrant  for  thousands  of  additional  family 
farms.  Our  opposition  has  power,  money  and  political  clout  while 
producers  generate  the  Jobs  and  economic  base  for  the  nation.  W^  ask  you, 
which  Is  more  Important? 

We  look  forward  to  working  with  you  on  upcoming  legislation  to  soh« 
the  problems  In  rural  America 
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•NAMMSBD  ABDMDMICB  THE  BBTTBR  C0OS8B" 

StatMMnt  of 

WILLIS  BKBHf 

M«Bb*r  of  tho  Bxecutlvo  Comlttoof 

National  Panwrs  Union 

•nd 

Prttsidttntf  Minnesota  Tmtwrm  Union 

PrttSttntttd  to 

Tho  Sttbcomittoo  on  Wboatt  Soyboans  and  Pood  Grains 

U.S.  Bouso  Comittoo  on  Agriculturo 

Washington f  D.C. 

March  31 f  1987 

Chairman  Glickaan  and  Moabors  of  tho  Sabcomitteot 

I  an  Willis  Bkont  prosidont  of  tho  Minnosota  Parnors  Union  and  a 
■•■bor  of  tho  Bxoctttivo  Connittoo  of  tho  National  Parnors  Uniont 
appoaring  today  to  oxpross  tho  viows  of  our  national  organisation  in 
rogard  to  tho  nor its  of  supply  sanagoBont  noasaros. 

I  an  a  lifo-long  farnort  operating  a  snail  grains  and  dairy  cattlo 
ontorpriso  noar  Twin  Valloy  in  tho  Rod  Rivor  Valloy  of  northwostorn 
Minnosota #  with  tho  holp  of  ny  vifot  Bottyt  and  throo  sons. 

Boforo  boconing  tho  prosidont  of  Minnosota  Parnors  Union  in  April # 
1984#  I  had  for  14  yoars  boon  a  nonbor  of  tho  Bouso  of  Roprosontativos 
of  tho  Minnesota  Legislature  and  privileged  for  the  last  four  years  to 
have  been  majority  leader  of  the  Bouse.  I  have  served  on  the  Bouse  com- 
mittees on  RuleSf  Taxes  and  Agriculture.  I  was  one  of  the  chief  sponsors 
of  the  legislation  to  establish  a  Toung  Parmer  Security  Act. 

I  want  to  commend  youf  Mr.  Chairman #  and  the  subcommittee  for  con- 
ducting a  wide-ranging  examination  of  all  alternatives  to  the  Pood 
Security  Act  of  1985 #  a  statute  which  our  85th  annual  convention  of 
National  Parmers  Union  early  this  month  in  Pt.  Worth  Texasf  character- 
ised as  the  "most  expensive #  the  most  complicatedf  and  the  least  effec- 
tive farm  law  in  modern  agricultural  history." 

All  options  ought  to  be  considered  because  American  agriculture  is 
not  a  monolithic  industryt  but  is  made  up  of  producers  of  a  variety  of 
crops  and  livestock  and  horticultural  products.  A  single  type  of  program 
obviously  is  not  going  to  be  readily  usable  by  producers  of  every  commo- 
dity. 
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A  variety  of  fars  prlca  and  Incone  stablliMtion  tools  is  thorofor  ^ 
naadad#  and  soma  alaments  of  lt#  tba  fadaral  narkst  ordar  and  agrsaaai^^ 
systen  and  farm  bargaining  enabling  statutas  ars  alraa^y  availabls. 

In  tba  markat  order  programs  and  in  farm  bargaining  #  producsrs  al- 
ready azarcisa  tba  cboica.  Notbing  bappans  if  farmers  do  not  initiate 
tba  process. 

In  tbe  Farmers  Dnion#  we  are  willing^  and  indeed  anzioosv  to  bart 
farm  producers  make  tbe  ultimate  decision  on  wbat  measures  would  be  tht 
most  desirable  for  a  particular  commodity  or  group  of  commodities* 

JLn  tbe  current  situation^  only  two  bills  introdnced_in  tbis  sea- 
sion  would  lead  to  be€Cer  farm  prices  ahdincome. 

Certainlyt  tbe  Pood  Security  Act  of  1985  is  not  going  to  raise  fan 
prices  and  income*  It  is  going  to  reduce  it  sbarply  in  tbe  nest  tbree 
years  if  it  is  allowed  to  run  its  course. 

Tbe  Administration's  recommendations  bave  not  yet  been  introdnced 
as  far  as  I  am  aware#  but  tbey  will  aggravate  conditions  in  agriculture 
if  tbe  central  recommendation  to  reduce  target  prices  by  10%  a  year  and 
crop  loans  by  up  to  10%  is  accepted. 

Tbe  proposals  for  eliminating  tbe  link  between  federal  farm 
payments  and  agricultural  production  —  wbetber  tbe  original  decoupliag 
plan  or  tbe  more  recent  0/92  scheme  —  are  clear  welfare  schemss  to 
ease  farmers  out  of  agriculture.  Decoupling  will  not  belp  rstain  fscasrs 
in  agriculture f  it  will  make  cbarity  cases  out  of  tbem  as  tbey  asit  from 
aariculture.  Furtbert  decoupling  is  a  sunset  provision  for  fam  progrsme 
witbin  five  years. 

Tbe  net  result  of  tbat  strategy  is  to  decouple  farmsrs  from 
farming.  Tbe  idea  that  farmers  would  be  more  prosperous  if  tbere  were 
fewer  of  them  is  preposterous.  Tbe  historical  record  is  provided  in  tbe 
attached  EXHIBIT  D. 


Khatever  may  be  claimed  for  tbemt  marketing  loans  simply 
tbe  market  tbe  output  which  tbe  acreage  diversion  program  had  monght 
to  avoid. 

Bntf  in  Sny  eventf  marketing  loans  are  likely  to  be  too  exMnsivs 
to  sustain  as  more  than  a  one-shot  operationt  like  the  1983  VZK 
disaster. 

As  a  matter  of  factt  we  believof  in  tbe  Farmers  Oniont  that  opso- 
ended  programs  are  a  thing  of  the  past.  The  financial  rssoarems  ar«  not 
likely  to  be  available  to  support  unlimited  prodnetion  of  orops  oi 
products  at  the  eost-of-production  or  near-parity  levels.  IncidaataUyt 
a  honestly-computed  cost  of  production  would  be  little  different  than  a 
fall-parity  figure. 
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8ine«  op«ii-«id«d  ■•asur«s  ar«  otit»  tli«  only  aeo«ptabl«  alternatives 
«r«  tha  !!••  of  supply  ■snagMMnt*  iaplMMiitsd  ti  produosr  vots»  oc  f«d«- 
rsl  inooas  psyawits  lialtsd  to  s  fsaily-scalo  lovol  of  prodnotion.  Tho 
prodoears  of  vsrioas  connoditios  might  woll  diffor  on  what  i^prosch  thoy 
voold  prof  or.  Wo  rospoct  that. 

In  tho  Minnosota  Paraors  Union  policy  statoaont  adoptod  last 
Novoaborf  our  dologatos  daolarod  that  "prodncors  should  havo  tho 
opportunity  to  invoko  supply  aanagoaont  aoasuros"  which  would  bocoao 
oporativo  aftor  full  utilisation  of  Pood  for  Poacof  Pood  Staaps  and 
othor  prograas  to  augaont  doaand* 

It  is  doar  that  supply  aanagoaont  would  aoasurably  iaprovo  fara 
incoao  at  only  a  fraction  of  tho  cost  of  tho  currant  prograas  or  tho 
Whito  Bouso  altornativos.  80f  if  anyone  is  looking  for  cost-cutting 
possibilities  the  best  approach  is  in  the  Bar kin-Gephardt  proposal. 

Unf ortunatelyf  we  cannot  sit  here  and  conteaplate  the  options  in  a 
detached »  unhurried  way. 

The  choice  has  gotten  down  to  ACTXOH  WOW  or  BAWKROPTCT  800W. 

We  are  at  a  point  where  aere  tinkering  with  the  1985  Act  is  not  any 
answer.  A  change  of  direction  is  essential  for  survival  of  hundreds  of 
thousands  on  faraers  in  the  aiddle  ranks  of  our  agricultural  systea. 

The  volatility  and  instability^  which  has  resulted  in  agriculture 
because  of  the  weakening  of  the  fara  prograas  in  the  1980's»  and  in 
the  1973  and  1977  Para  ActSf  is  illustrated  in  BIBZBIT  B. 

If  fara  support  aeasures  are  further  weakened »  or  reaoved»  the  in- 
stability will  increase  and  will  be  felt  by  producers^  consuaers  and  the 
econoay  generally. 

The  table  which  accoapanies  BIBIBIT  B  very  strikingly  illustrates 
the  pattern  of  variability  of  net  fara  incoao  over  seven  decades. 

The  forty  years  when  supply  aanagoaont  tools  were  available  show  a 
auch  acre  stable  and  predictable  situation  than  in  the  tiae  before  fara 
prograas  and  since  the  scaling  down  of  fara  prograas  which  began  in 
1970. 

At  the  Wational  Paraers  Onion  convention  early  this  aonthf  the 
delegatosv  while  recoaaending  a  variety  of  fara  stabilisation  and  credit 
aeasures »  clearly  declared  that  the  aost  iaaediately  urgent  need  is  for 
a  aove  to  supply  aanageaent.  It  is  essential  to  avoid  needless  over- 
production. 

We  now  have  a  12  billion  bushel  supply  of  corn  and  a  potential 
eonsuaption  of  7  billion  bushels. 

World  supplies  of  wheat  and  oilseeds  are  huge  and  likely  to  reaain 
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Isport  voliui«  is  oallk«ly  to  grow  appcoeiably  and  osport  •amiiigs  . 
aro  likoly  to  docliao  oador  a  continnation  of  proaont  polieiaa*  Priea- 
eotting  haa  availad  littla  in  voluna  and  cadnead  asport  aarninga*  Va 
hava  baan  cutting  pricaa  foe  aix  yaara  and  ataadily  loaing  aarkat 
abaraa.  Radnetion  of  production  and  atocka  and  attantioa  to  prioa 
atabilisation  will  bava  to  pracada  any  aignificaat  iaprovaaant  of  asport 
aaminga* 

WO  naad  to  racognisa  tba  conditiooa  wbicb  asist  in  tba  raal  world. 
World  atocka  of  graina  ara  ao  larga  and  daaand  ao  waak  tbat  trada  will 
ba  atagnant  for  aavaral  y«*'a  abaad.  Wa  naad  anpply  aaaaganant  liara  aaft 
tba  davalopaant  of  intarnational  agraaaanta  wbicb  would  pot  a  floor 
nndar  world  pricaa.  Witbont  tbaaa  atapa»  agricultural  trada  will  eonti«» 
ana  to  ba  daaoralisad  and  nndar  tba  doainanca  of  tba  aultinatiooal  grai^ 
gianta. 

Lat  aa  ba  claar  about  tba  aaaning  and  tba  purpoaa  of  aupply  aanagt- 
■ant. 

A  mora  accurata  and  daacriptiva  titla  for  tba  concapt  would  bt 
•NAMAGBD  ABUNDAMCBr"  aa  it  ia  asplainad  in  tba  ascarpta  from  tba  1917 
policy  atataaant  containad  in  EXHIBIT  At  attacbad. 

Supply  aanagaaant  ia  not  plannad  acarcity.  It  ia  aaaurad  abondanct. 
It  only  raducaa  ovar-production  to  tba  axtant  naadad  to  avoid  waata  and 
■aintain  fara  productive  capacity. 

Tba  Barkin-Gapbardt  aaaaura  doaa  not  propoaa  to  iapoaa  prodoctioa 
or  aarkating  controla  by  govarnaant  initiativa.  Bo  govarnaant  ragiaanta- 
tioQ  ia  involvad. 

Vbatavar  controla  ara  iapoaad  will  ba  aalf-iapoaad  by  vota  of  tba 
producara  of  a  particular  coaaodity.  Notbing  ia  binding  unlaaa  prodocara 
bava  approvad  it.  It  ia  a  "faraara*  cboica*  approacb, 

Tba  primary  objactiva  of  "aanagad  abundanca*  ia  to  limit  tba  aupply 
to  affactiva  aarkat  daaand  at  a  prica  accaptabla  to  botb  producara  and 
conauaara.  It  antaila  a  national  production  policy  of  ancouraging  total 
production  to  aaat  tba  naada  of  tba  country*  but  avoida  tba  prodoctioa 
of  anrpluaaa  for  wbicb  tbara  ia  no  apparant  naad. 

To  ba  workabla*  aupply  aanagaaant  auat  function  tbrougb  aarkatiag 
quotaa  wbicb  ara  apallad  out  in  buabala  or  poundat  ao  tbat  tba 
prddnction  liaitation  ia  not  offaat  by  divaraion  of  poorar  acraa  or  by 
Bora  intanaiva  cultivation  of  raaaining  acraa. 

By  naing  buabal  or  poundaga  quotaa*  tba  prodncar  would  bava  aoma 
flaxibility  in  bow  many  acraa  ba  plantad  or  bow  intanaivaly  ba  farmad. 
Tba  likalibood  ia  tbat  fawar  acraa  would  bava  to  ba  divartad*  ainoa 
undar  tba  voluntary  acraaga  prograaa  a  15%  acraaga  divaraion  only  eata 
output  by  about  balf  tbat  aaount. 
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Thtt  •f£«cts  of  "Nanag^d  Aband«no«*  ar«  •saninod  nora  fully  in  thm 
•ttachad  EXHIBIT  D#  *A  Priaar  on  lUnagod  Abundanoot*  including  obsorva- 
tioDS  on  tbo  public  costs  of  such  aoasuros  and  tbo  incraaso  in  osport 
•arnings. 

h  prograa  of  "Nanagod  Abundanca"  would  hold  aora  faraars  in  agri- 
eulturat  would  anbanca  coaaunity  inconav  strangthan  tba  local  tax  base 
and  ravitaliza  Main  Straat  Aaarica. 

Tbasa  ranifications  ara  asplorad  in  EXHIBIT  Cf  AOltlCULTUltB'S 
UnifiBSt  TO  TBB  OOmnmiTTf  TBB  HATIOHAL  BOOHONT. 

Onlass  national  farn  policy  is  radiractad  to  ratain  and  sustain  tha 
family  farn  systan  and  ravitalisa  tba  rural  acoQoay»  dira  consaquancas 
will  rasult  as  is  pointed  out  in  EXHIBIT  B»  •DBPOPOLATIOH  AMD  DBCLIIIB  III 
C00HTRY8IDB  AMERICA.*  This  saction  daals  with  tba  loss  in  farn  nunbars 
and  tha  impact  of  this  upon  tba  rural  connunityf  tha  tax  basa»  Main 
Straat f  and  tba  quality  of  lifa.  Aaaricaas  still  can  bava  a  choiea  if 
tbay  insist  on  action  now. 


(Attachacnts  follow:) 
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EXHIBIT  h 

nCBRPTS  rsOM  1987  ■ATIOHAL  WKUOM  WnfM   ffOLICr 
RBLBVJOff  TO  NJUUIGBD  MKinMCB  JMD  SOmT 

ADOPTBD  AT  tSTB  AMHOAL  UJHWUffiOBt 

HMCH  4f  l»87f  FT.  VOSfBt  TKM. 

(ftqpbMis  and  snbtitlM  adted) 

MOUGBD  ABOHDMICB 

Prograss  to  balanoa  anpply  and  daaind  —  prodnetiOB  or  aarkctiaf 
quotas  — —  should  bo  basod  on  units  of  production  rathor  than  aoras^  to 
strangthon  tho  family  faca  atroctura  of  agricultura  and  proirida  adaqoata 
ainiaua  quotas  for  individual  faraa. 

Osa  of  bushal  or  poundsga  quotas  will  largaly  aliaiaata  tba  probloa 
with  aoraaga  divaraion  in  which  poorar  acraa  ara  divartad  or  tba  aeraaga 
cuts  ara  off  sat  in  part  by  aora  intanaiva  farming.  Thia  cbaaga  ia  aaata- 
tial  to  aaka  aupply  aanagaaant  truly  aff active. 

MTIOHAL  PASN  AND  POOD  POLZCT 

On  balanccf  tha  fara  programs  of  tha  paat  fifty  yaara  hava  baaa 

halpful  to  faraara  and  our  aociaty. 

Per  ovar  two  dacadas*  hovararf  family  farmara  bava  vitaaaaad  a  da* 
tarioration  in  tba  prica  support  and  supply  managamant  proviaioma  of 
aach  auccaading  f our-yaar  farm  lav.  Tba  food  Sacurity  Act  of  ItBS  ia  a 
continuation  of  that  trand»  and  baa  bacoma  tba  moat  aapanaivaf  tba  aoat 
coaplicatad  and  tba  laaat  aff active  farm  lav  in  aodam  agriealtaral  bia- 
tory. 

Tha  original  goal  of  national  farm  policy  vaa  to  provida  faaily 
farmara  a  parity  of  income  vitb  familiaa  in  otbar  aactora  of  aai 
national  aconomy.  That  goal  baa  baan  almoat  forgotten  in  tba  aaao  af 
current  national  policiesf  vitb  the  result  that  family  farmara  bava 
become  reaidual*  rather  than  primary  baneficiariaa  of  federal  farm 
policiea. 

The  "market-oriented"  label  on  recent  prograaa  baa  been  a  mil 
Tbeae  prograaa  have  been  "aupply-oriented"  in  concept  and  laaa 
vitb  faimeaa  and  atability  of  pricea  and  income.  Aa  a  raaaltt  tba  farm 
economy  has  become  more  unstable  and  inaecure  and  pricea  have  fallam 
dramatically.  We  have  been  progreaaively  loaing  export  markata  amd 
export  ahares  and  are  reaidual  auppliera  in  vorld  markata.  Xm  tbat 
aeoaef  more  of  tbia  miaguided  "market-orientation"  vill  aaly  a99'«v«ta 
problaaa. 
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(SOSTAZUD  KBXmMm   FlODOCtlOB) 

Th«  AB«rioan  p«opl«  anst  r«oognit*  that  food  snpplios  and  food 
policy  aro  too  inportant  to  bo  loft  to  ebanoo.  Para  policy  aust  not  only 
••ok  abundant  pcoduction  hot  anat  provide  the  incontivoa  and  pcotoction 
wbicb  will  onablo  prodncora  to  anatain  prodnetivo  capacity  ovor  tbo  long 
tora. 


Thoroforaf  along  with  anpply  oriontatioof  onr  fara  and  food  policy 
aoat  bo  "daaand-oriontod."  It  ia  an  hiatorical  fact  that  the  aoat  dava- 
•tating  doclinoa  in  fara  pricoa  and  incoao  —  thoao  which  oocurrad  in 

l»32-34f  1955f  1975  and  1981-8^ havo  boon  canaod  aoro  by  weak  dmuad 

than  by  ovor anpply* 

(PRZNCZPLBS  OP  AM  BPPBCTXVB  PASN  LMT) 

Wo  call  npon  Congroaa  to  dovolop  a  aiaplifiod  and  aora  diroct 
prograa  that  ratnrna  to  tbo  goal  of  aaanring  prodncora  a  raaaonablo 
livolibood  by  providing  foil  fara  ineaao  protoction  to  tho  baaic  prodae- 
tion  of  faaily  fara  onita. 

Tho  following  principloa  naod  to  bo  inelndod  ia  a  now  fara  bills 

1.  Tho  loqialation  ahould  ba  lonq-tora> 

2.  tfin^pvff.pri9fff  ffvpP9g^  Iny^U  rtoyltf  frt.  titaMirtta  at  Itait 

-  >f  parity  or  at  110  p#rc«nt   of  production  coata>  which- 


%X   7QI  9i 

ovar  ia  oraatar. 


3,  Warkatinq  ouotaa  and  aarkatino  cartif icataa  ahould  ba  otil 


Skill 


kftii 
intj 


•d  in  aandaterv  aarkat  aanaqaaantproqraaa>adoptafl  through  ore 
car  rafaran^i: 


.bautilU- 
uoh    produ- 


4,  An  adaquata  national  aaaroancy    raaanra»     iaolatad 
■arkatt   ■houifl  Pa  aaintainod. 


gy9i    ttif 


5. 


■MMillfrw    ^rmA 


aapandf^ 
4pportjip^ 


iTirTdnBTrnmidE 


tppprtjipg  Pf^t9nf * 

Tierad  aarkatinq  ouotaaf 


■£ 


orpoi 

snsL 


fiM9ll  VSVif    it^K?? 

tarn   ^gyffiifHtf   wftn 


m9t.  afjdfff   yi>d  prica  aupportat 
a  liaita 


r-prograa  liaitationa  ahonli 


ao  prgggai 

faraara  baaad  on  tha  nuabar  of  buahala  an 

aaount  of  CCC  loana  that  any  faraar  could  racaiva  in  ono  yaar 


»»LMH.TTTHt^  QUIT 
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CONNODITT  STABILXIASIOa 

WBBAT  AMD  PUD  GBAZM8 

h  prictt  stabilisation »  supply  ■snagoMnt  systssi*  shoald  inclodes 

s.  An  •ffsctiva  floor  prioa  to  protect  prodncors* 

b.  Tho  fsrasr-hald  grain  rosorvo  shoald  bo  rovisod  and  iaprovod  so 
that  it  functions  as  an  ■•var-nornal"  granary  for  both  faraors  and 
consuBors.  Tha  rasarva  ahould  ba  azpandad  to  inclnda  all  non-parisbablt 
fara  comaoditiaa.  To  ba  affactiva  for  aociaty»  tha  rasarva  soat  ba  largt 
anough  to  provide  a  raaliatic  aafaty  factor*  A  aopplasiantal  loan  laval 
ahould  ba  aatabliabad  for  tha  raaarva. 

DAIRY  POLICr 

National  Paraara  Union  racoaaanda  that  raconaidaration  of  tha  food 
Sacurity  Act  of  1985  inoluda  naw  afforta  to  iaprova  faaily  dairy  fara 
incoaa. 

Paraara  Union  aupporta  tha  ooncapt  of  a  long-tam  anpply  ■aaagiaat 
prograa  for  dairy.  Wa  aupport  iaplaaantation  of  aithar  a  volontary  or 
aandatory  prograa  at  any  tiaa  CCC  porehaaaa  ascaad  5  billion  pooada*  A 
aandatory  prograa  would  go  into  off  act  with  a  aiapla  aajority  vota  of 
individual  dairy  produoara* 

Tha  prica  aupport  laval  auat  ba  aatabliahad  aa  a  fareantaga  of 
parity*  Tha  rata  to  dairy  producara  auat  ba  not  laaa  than  71%  of  paritf • 

Zf  a  aandatory  prograa  ia  not  in  af  f  actf  «a  racomiaiid  raiaatitotion 
of  aithar  a  paid  ailk  divaraion  prograa  or  a  dairy  boy-ont  prograa* 

OIIf-SIBD  CB0P8 

Oilaaad  oropat  auoh  aa  aoybaana*  eottonaaadt  and  aanflovara  arc 
taking  en  inoraasad  iaportanca  in  tha  fara  aoonoay  and  ia  oar  asport 
aarninga.  To  protaot  tha  intaraata  of  prodncara  of  thaaa  coaaedittaat 
highar  aupport  lavala  ara  naadad  and  aupply  aanagaaant  prograaa  ttboald 
ba  aatabliahad  for  thoaa  cosamditiaa. 

COTTOH 

Tha  lt8€  Barkating  loan  prograa  on  upland  oottoa  did  aot  prowiia 
coat  of  production  raturns  to  growara.  Tharafora*  it  oaght  to  to 
rapaalad*  Wa  oppoaa  baaing  tha  cotton  loan  on  a  fixad  doaaatio  apot 
aarkat  fomula  or  tha  vagariaa  of  a  particular  foraiga  oottoa  as  ' 
Tha  cotton  loan  ahould  ba  aat  on  tha  aaaa  basis  aa  othar  aajor 
tiaa* 

BARKIV-QBPBARDT  PASN  BZLL 
Wf  tha  df^fgataa  at  tha  85th  yPf^»£M,ry  SPftYtntlyil.tf  BUIOMl 
Paraara  Union  aupport  tha  concapts  of  tha  HarkinHlaphardt  bill* 
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■XaXBZT  B 

PASN  raOQBMI  CBAMBS  BUM  VmJOlim  BUX  TO  PASN  SBCIOft 


h  o«rt«iii  ABOont  of  prio«  ▼olatility  is  obs«rvabl«  in  agricaltnr^ 
in  tiM  pacisd  f roB  ItlO  to  thm  proooot. 

What  is  Bost  significant  is  that  agrienltora  has  baeona  snooassiva- 
Bora  unstabla  sinoa  I970f  with  tha  passaga  of  tha  Jlgrionltaral  Acts 
l»70t  l»73t  l»77t  1»81  and  1»85  and  will  baeoBa  gravioosly  vorsa  as 
tha  lattar  act  runs  its  eoocsa. 


1$ 


Prior  to  tha  astablishBant  of  tha  first  ooBpr^aBsiva  farB  prograB 
is  18339  tha  f Inctnations  vara  graat»  f roB  tha  paaks  to  tha  ▼allays  in 
Bat  fam  incoBa* 

ProB  1819  to  1921»  nat  fam  inooaa  droppad  by  58%. 

ProB  1828  to  1832f  it  droppad  by  70%. 

Zn  tha  40  yaars  froB  1833  to  1873  #  tha  paaks  and  vallays  vara 
lavallad  of f .  conaidarably  by  tha  farB  stabilisation  progroBSf  as  oan  ba 
•aan  in  tha  aeoonpanying  tabulation* 

Tha  piotnra  has  baan  ravarsad  as  a  rasolt  of  tha  "Barkat-oriantad" 
lagislation  baginning  in  1870  and  continuing  sinoa. 

Tha  spraad  froB  1873  to  1876  vas  41.5%f  f  roB  1878  to  1883f  it  vas 
53.4% 

Tha  distanca  f  roB  tha  paaks  to  tha  vallays  ooold  ba  aaipaetad  to  ba 
Bora  pracipitons  if  priea  support  lavals  ara  raduead  or  if  prica 
prograas  ara  tarBinatad. 

Adainistration  officials  hava  acknovladgad  that  uaa  of  tha  PZK 
prograBf  tha  oartif  icata  prograBS  and  aarkating  loana  hava  laasanad.  tha 
affact  of  tha  COC  lean  prograas  in  satting  tha  aarkat* 

'  PASN  BXP080BB  TO  PRZCB  AMD  ZHOOIIB  DTCLZniSt  DBCADB  ST  DBCADB 
(Mat  inooBO  in  BilliOB  i) 
Taar  Span  High  Point       Lov  Point.  %  Drop 

i  3t8t7  58%. 

It828  70% 

14.711  -  25.7% 

13f505  ' ~  25.5% 

llt713  18.0% 
llt770  2.4% 

13»322  4.5% 

20a32  41.5% 

13t000  52.5% 


1818-1821 

8  8t484 

1828-1832 

6t264 

1948-1849 

19,810 

1851-1856 

18fl43 

1858-1858 

13a68 

1862-1863 

12»864 

1866-1868 

13t680 

1873-1876 

34t435 

1878-1883 

27t400 
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BIBZBIT  C 

AGRXCOLTORB'S  LIHXAGBSs  TO  TBI  COMHOHXTTf  TBS  HATZOHAL 

ilgrienltor«  do«s  not  foaotion  in  a  ▼aouuB.  Zt  has  always  bssn  titd 
to  tbtt  cossunity  and  to  tb*  larger  aconoay.  Jlgricultnra  is  net  iasolatad 
against  what  nay  ba  bappaning  in  tha  national  or  world  aconoaias. 

Altbongb  tba  agrioultnral  laxieoa  of  tba  past  half  oaatary  is 
raplata  witb  cbargas  of  "bordansoaa  snrplnsasf"  tba  eansa  has  Bors  oftas 
baan  nndar-consusption  ratbar  than  ovar-produotion. 

It  is  not  a  coineidanca  that  tba  last  tiaa  Aaarieaa  faraars 
racaivad  full  parity  prioas  and  inooaa  was  also  tha  last  tiaa  fall  m^ 
ploymant  pravailad  in  tba  nation  ~  and  that  was  in  1952. 

Zf  tba  national  aconony  wars  functioning  at  full  production  and 
full  anploynantf  it  ia  conoaivabla  wa  would  ba  concarnad  with  food 
abortagaa  inataad  of  aurplusas* 

Para  production  ia  carriad  on  in  3»000  of  tba  3 #137  poontias  in  tha 
nation  and  in  700  countiaa  it  accounta  for  20%  or  Bora  of  tha  total 
incoaav  aa  abow  in  the  accompanying  aap.  In  aoaa  ragions  along  tha 
Niaaiaaippi  Rivar»  aa  aucb  aa  €0%  of  tba  total  incoaa  is  darivad  fcoa 
faming* 

Anotbar  aaaauraaant  of  tba  iaportanoa  of  agrieultnra  in  tha  co—ua 
ity  and  ragion  ia  that  of  tba  110  iaillion  gainfully  aaployad  in  tha 
nation^  22.1%  aaka  tbair  living  in  farming  or  ralatad  agribusiaass 
functions.  Tba  aztant  to  wbicb  jobs  ara  ralatad  to  farming  ia  abown  ia 
tba  aaeond  aap. 

A  third  aleaent  in  tba  agricultural  linkagaa  appaara  ia  tha  third 
■ap»  abowing  that  rural  nnaaploymant  baa  paraiatantly  ascaadad  joblasa- 
naaa  in  tba  aatropolitan  araaa* 

A  fourth  alaaant  would  involva  tba  ralationship  of  strong  farm 
incoma  to  tba  wallbaing  of  main  atraat  buainaaaaa  and  aarvioaa*  aoaa  of 
which  ara  diractly  affactad  by  tba  agricultural  dapraaaioa*  othara 
c.artainly  by  tba  dapopulation  of  rural  ooamunitiaa  and  tha  daclina  in 
tba  rural  tax  baaa. 

^  • 

Buainaaaaa  wbicb  provida  inputa  to  f  armars  or  markat  and  proeasa 
farm  output  ara  baavily  dapandant  on  tba  adaqnaey  or  farm  prioaa  bbA 
ino 


Zf  aoma  faar  a  national  policy  of  managad  abundaaoa  or  aapply 
managamantf  thay  ara  baing  abort-aigbtad.  Tba  iaeraaaa  ia  farm  iacosa 
and  apanding  powar  would  far  off aat  any  iapact  of  tba  cropping  of  favav 
acraa.  Zt  ia  not  cartaint  aftar  allf  that  affactiva  aupply  Baaagamattt 
would  divart  mora  acraa  from  production  than  oocnra  ondar  currant  wel— ■ 
tary  programa*  Tba  total  acraaga  diyaraion  aay  wall  ba  saallar 
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of  thtt  strttagth  vhieh  noold  b«  iapart^d  to  tho  national  oeoaoay  bj.a 
ly  aaaagoaant  prograa  doalgaod  to  aoaaarably  iaeraaao  fam  priooa 


boaks  aad  otbar  laadara 


k  fifth  liakago  ia  batvaaa  agrieultara  aad 
aorra  agrieultara* 


JIgrieultaral  baaka*  tboaa  with  fam  loan  ratioa  of  25%  or  Borof  new 
BMbar  abaat  S#000#  aboat  oaa-third  of  tha  eoBBoreial  baaka  ia  tha 
aatioa. 

Mora  thaa  half  tha  baaka  vhieh  f ailad  ia  If 8<  vara  aariealtaral 
baaka  aad  half  af  tha  1*S00  baaka  aa  tha  rDZC*a  nraablad  Liat*  ara 
agriealtaral  baaka. 


OOONTIIS  HOST  KeLTMfT  tJVOM  MmiCDLTtmiUL  IWHIBTW 


(Conntiaa  ia  irtiieh  nora  than  20%  of  ia< 


ia  fars-ralatad) 
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faofOKgxoM  or  imok  roact  wnunn  za 


tmimmmm 


^ 


Bnothmt  •IttBtat  in  th«  rvral  •itoation  is  that  siBe*  If7f #  r«ral 
■BlovBMit  bas  ptrsistMitly  •ie««d«d  »«trepo2it«a  joblt 


mnNnMimT  winst  mu.  bmd  nno  aiim#  ii7C-if n 


It      to      if     B      to 
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HHXBZT  D 

k  nZHtR  OS  HftHftglTP  i 

thm  CMitral  idM  of  th^  AgrleQltaral  JiajnstMiit  Met  of  1933  was  tbm 
coacopt  of  an  "•▼•r-noraal  aranary**  vbleb  8«cr«tary  of  Agrieoltoro 
■onry  JL  Wallaoo  oharaotorlBod  as  a  'fara  program  of  aboadaiieo.* 


*Zt  lays  tbo  basis  for  an  ovor-noraal  granary  — -  a  way  to  aso  oor 
sorplosos  to  balaaeo  oor  sbortagos*  It  proposos  to  IotoI  off  tbo  poaks 
and  valloys  so  as  to  koop  on  band  largor  rosorvos  of  food  and  food**  bo 
•xplainod* 

If  tbo  oTor-Bonul  granary  ovorf  lowod  —  and  only  in  tbat  easo  — 
aeroago  allotnonts  and  narkoting  qaotas  would  bo  iaposod  to  avoid  vasto- 
f  ta  ovorproduotion*  Tbo  aeroago  allotnonts  and  aarkoting  qaotas  would  bo 
iaposod  only  apon  a  rof  orondoa  aaong  prodaeors*  A  rof orondaa  voold  bo 
bold  only  if  doBOStie  aarkot  sopplios  appoarod  to  bo  far  in  oseoss  of 
visiblo  donand* 

Tboso  supply  nanagoBont  noasuros  voro  availablo  to  produeors  of 
SOBO  coBBOditios  for  Bost  of  tbo  poriod  f roB  1933  to  1973*  At  tiaoSf 
otbor  Boasuros  supploBontod  or  supplantod  supply  BanagoBoatf  notably  tbo 
8oil-Bank»  voluntary  aeroago  divorsion  progrsBS*  faraor-bold  rosorvos* 
tbo  sot-asido»  tbo  PayBont-in-Xind  prograa  (PIX)  and  otbors*  Tboso 
lattor  progroBS  bavo  boon  loss  offoctivo  tban  bopod-for  in  eurbing 
vast of ul  ovorproduetion* 

In  tbis  soetion*  'nanagod  abundaneo*  and  "supply  BanagoBont*  aro 
osod  intor cbangably , 

Tbo  eoncopt  of  supply  nanagoBont  bas  OBorgod  again  in  1987  as  a 
systoB  vbieb  would  work  offoctivoly  to  iaprovo  fara  prieos  and  ineoaof 
protoet  eonsuBors  and  industrios  and  onbaneo  osport  oamingsf  at  only  a 
fraction  of  tbo  eost  of  eurront  prograas. 

To-  undorstand  tbo  undor-pinnings  of  soeb  a  systoBf  soao  toras  and 
likoly  offsets  of  supply  aanagoaont  aro  osplainodt 

A.  WHT  JOnr  PASN  nOGMtiMB   AT  ALL? 

Q*  As  a  rosult  of  docados  of  rocurring  fara  instability  and  povor- 
ty*  Congross  doeidod  in  1933  tbat  tbo  so-eallod  froo  aarkot  was  no 
longor  tolorablo.  Tbo  aarkot  was  froo  in  tbat  tboro  was  no  diroet 
govornaont  intorvontion*  but  it  was  doninatod  by  spoeulators*  bandlors 
and  eoBBOdity  gaablors  to  tbo  dotriaont  of  botb  faraors  and  eonsuaors. 
Tbo  aillions  of  fara  oporators  voro  at  tbo  aorey  of  tbo  rolativoly  fovor 
buyors  and  proeossors*  Tbo  Congross  dovolopod  tbo  prieo  and  ineoao 
support  aoasuro  to  givo  faraors  soao  eountorvailing  povor  in  tbo  aarkot 
placof  to  onablo  tboa  to  eontinuo  in  businoss  and  to  aaintain  tboir 
productivo  eapaeity  and  produoo  tbo  noodod  supplios  for  tbo  nation. 
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A.  WOULD  TBB  HATIOM  BB  BBTTBl  OPP  VXn 

Q.  This  is  soBstlBM  saggMtsd  by  ftgriealtoral  •eonoaists  who  iMnw 
!!•▼•£  bad  to  ••»  tbslr  living  en  tbe  fata*  Tb«  BompositiOB  babind  tbo 
qaastioo  is  tbst  asnf  or  aost  fsraots  sro  ottskillscu  iiisffiei«Bt#  poor 
Bsnsgors  or  aarkotors  and  tbat  if  tboso  vara  vaadad  oot*  tba  r— aiiiaj 
f araars  voald  prospar.  km  a  aattar  of  fact*  Aaarieab  f araars  ara  vacy 
aff ieiantf  tba  aost  skillad  in  tba  world.  Pav»  if  any*  aargiaal  facaass 
raaaia.  Tba  fara  loasas  of  tba  1980's  bava  coaa  largaly  f roa  tba  aiddla 
ranks*  aff ieiant*  wall  aqaippad  and  skillad  fara  oparators.  Biatoty  doas 
not  npbold  tba  aspaetation  tbat  faraars  voold  ba  battar  off  if  tbara 
vara  f avar  of  tbaa*  In  1950*  fara  ineoaa  was  at  101%  of  parity  aad  tbara 
vara  5*€  aillion  faras*  Zn  19€0»  tbara  war*  only  4  aillioa  faras  and 
tbay  vara  aarning  80%  of  parity.  In  1970*  taara  vara  3  aillioa  faras  and 
tbay  aarnad  €0%  of  paritv  ineoaa.  In  1987*  tbara  are  2.2  aillion  faras 
and  tbair  ineoaa  is  at  50%  of  parity,  (hrar  tba  37-yaar  spaaf  tba  aatica 
bas  lost  3.4  aillion  faraars  and  tbosa  vbo  ara  left  ara  50%  versa  off 
tban  tba  faraars  of  1950. 

Q.  DOBS  80PPLT  NABMSBMBBT  HBAM  BBGIBBBTATIOM  OP  PJ 

JL  Produetien  or  aarkating  qnetasf  if  aqy*  Are  iapesed  by  pre 
of  a  eoaaodity  as  a  rasolt  of  a  rafarandaa  in  vbieb  tba  vote  is 
saerat  ballot.  Any  rastrietieos  ara  salf-iaposad.  Tba  federal  geveraai 
does  not  aaka  tbe  deeisions  or  iapose  tbe  eontrolSf  it  siaply  aeta  as 
tba  referee.  Wbetber  or  not  prodoeers  of  a  partienlar  eoaaodity  cbeosi 
to  liait  vastefol  everprodoetioo  vbieb  is  destreyiag  tbeir  liveliboedt 
is  entirely  op  to  tbca.  Under  tbe  aajor  proposal  aov  oadar  eensidera- 
tioof  tbe  qaestioa  of  produetien  or  aarketiag  restrietieas  ia  eatieaalf 
bat  once  a  aajority  of  producers  bava  approved  a  plant  it  is  biadiag. 

Q.  18  SUPPLY  NABMSBMBBT  TBB  SANB  AS  PLMBBD  SCABCnyT 

A.  Bo.  Sapply  aanageaent  is  assorad  abnndaaee.  It  only  seeks  to 
avoid  over-production  for  vbieb  tbere  is  ao  visible  aarketf  eeaaereial 
or  social.  Planned  scarcity  is  a  tbeoretical  eeaoept  in  vbieb  prodnetiea 
voold  be  kept  sobstantially  bolov  visible  needs. 


Q.  WOULD  PBDBBAL  PAXMBBT8  STILL  BB  BBBDBD  UBDBB  SUPPLY 

A.  Tbis  voald  depend  on  tbe  level  at  vbieb  a  partienlar  eoaaodity 
vas  being  supported  by  tbe  prograa.  Zf  tbe  support  level  ea  a  eoaaodity 
vere  too  lev  to  enable  producer  to  recover  tbeir  prodnetiea  eosta#  d^ 
viouslyf  deficiency  payaants  vould  be  needed.  Zf  tbe  basic  aoppert  l«v«l 
vere  at  a  sufficient  level*  direct  federal  payaents  voold  be  eaeei 
Per  sueb  ceaaodities  as  do  net  cboose  prodootiea  ceatrols*  direct 
aents  aay  veil  be  considered  desirable. 

Q.  WOULD  SUBPLUSBS  PILB  UP  BBOLBSSLT  UBDBB  SUPPLY 


A.  pf  course  not.  Tbe  very  purpose  of  supply  aaaagaaeat  ia  to  avoid 
senseless  over-production.  Tbe  individual  faraar  understands  tbis#  bat 
aetbing  can  be  done  about  it  ascept  on  a  eeaaodity-vido  basis. 
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Q.  1I00LD  TBB  0.8.  LOSB  IXPOST  NARKITS  BT  MZSIM  PASN  FBZCBS? 

JU  Zt  has  bssn  elalasd  in  rsesnt  ysars  that  D.8*  prle«  support 
l«T«ls  nssdad  to  bo  sharply  rodneod  in  ordor  for  as  to  bo  eoapotitivo  in 
world  aarkots*  Accordingly*  pricos  havo  boon  rodacod  and  wo  havo  lost 
■arkots  and  aarkot  sharos*  Porthor  prico  cats  will  aoan  nothing  sinco 
thoro  aro  vast  ovorsopplios  of  fara  coaaoditios  aroond  tho  world  and 
othor  nations  aro  at  loast  as  dotorainod  as  wo  ara  to  gain  aarkots. 
Oador  supply  aanagoaont*  wo  aight  toaporarily  soffor  soao  loss  in  oxport 
volnaof  bat  that  would  bo  saall  coaparod  to  tho  gain  in  osport  oarnings 
as  a  rosult  of  highor  pricos.  Othor  aajor  oxportors  will  always  eoapato* 
but  if  tho  eoapotition  is  at  $4  a  boshol  rathor  than  i2«50»  producors 
avorywhoro  will  bo  bottor  off* 

Q.  WOULD  PSZCB  SUPPORTS  BB  IBBDBD  OM  BVBRT  CONNODZTT? 

A.  Congross  would  probably  authoriso  supply  aanagoaont  only  on  a 
fow  aajor  coaaoditios  and  that  would  still  bo  subjoot  to  producor  accop- 
tanco*  Iff  for  osaaplo*  tho  food  grain  eoaplos  is  stabilisod  at  a  roa- 
sonablo  lovol*  this  will  provido  a  aoasoro  of  stability  to  tho  livostook 
and  poultry  soctors.  Producors  of  soao  ainor  coaaoditios  aay  wall  prof  or 
to  uso  fodoral  aarkoting  ardors  on  a  rogional  basis  rathar  than  to  hava 
natioowido  stabilisation  prograas* 

Q.  MOULD  IMPORT  CONTROLS  BB  BBBDBD  OM  PRICB-BUPPORTBD  C0MN0DITIB87 

A.  Authority  alraady  osists  undor  Soction  22  of  tho  Agricultural 
Act  of  1935*  for  iaports  to  bo  liaitod  by  quota  if  thoy  intorforo  with 
tho  conduct  of  doaostic  fara  support  aoasuras  or  rodueo  tho  voluao  of  a 
product  procossod  doaostieally.  0.8.  actions  undor  Boction  22  ara  rocog- 
nisod  undor  tho  Gonoral  Agraoaants  on  Tariffs  and  Trada  (OATT)  • 

Q.  BOM  MOULD  C06T8  COMPARB  UMDBR  8UPFLT  NAHABBMBMT7 

A.  Tho  osisting  prograas  ara  tha  aost  costly  in  history*  roaching 
an  astiaatod  $26.5  billion  in  1986.  Undor  supply  aanagaaontf  costs  would 
bo  roducod  by  85  billion  in  tho  first  yoar  and  810  billion  a  yoar 
tharoaftar. 

Q.  MOULD  ALL  PARNBR8  BAVB  TO  NAU  BQUAL  PROOUCTIOM  CUTBACX87 

A*  Mo  ono  would  hava  to  aaka  a  production  outback  laroar  than  35% » 
but  saallor  producors  would  hava  a  saallar  acraaga  divorsion  in 
coaaoditios  in  which  supply  aanagoaont  is  iavokod. 

CL  MEAT  IMPACT  MOULD  8UPFLT  NAMAGBNBMT  BAVB  OM  MBT  FARM  IMC0MB7 

A*  This  would  dopand  on  tho  support  lovol  in  of foot  in  a  particular 
yaar.  Mot  Para  incoao  would  bo  onhancad  both  by  tho  incroasod  pricas 
oarnod  in  tho  aarkot-placo  and  by  tha  fact  that  tha  costs  of  wastaf ul 
ovorproduction  would  bo  avoidod*  Probabilitias  aro  that  an  affactiva 
supply  aanagoaont  prograa*  if  usad  oa  tha  aajor  eropa*  would  incroaso 
not  fara  incoao  by  820  billions  a  yaar  and  840  billion  a  yoar  avantual- 
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Q.  mAT  WmCt  WOULD  SUPPLY  NAHMSBMBHT  HAVB  OM  0.8. 

A*  Twenty  two  Billion  porsens  ar^  earrantly  •aployod  in  thm  fara 
and  food  aactor*  which  ia  baaat  by  dapraaaiea  conditions.  A  saaorgant 
fan  aconoay  would  bolatar  tha  raral  aconoay*  incraaaa  daaand  for  indoa- 
trial  gooda  and  add  to  tha  valna  of  D.8*  fara  asporta.  CoBaarvativa 
aatiaataa  ara  that  a  proaparooa  fara  aacter  vonld  atiaolata  ooa  aiUioa 
joba  in  tha  national  aconoay* 

Q.  BOW  WOOLD  80PPLT  NAHA6BMBWT  APFICT  PANILT-8ZSBD  PAM87 

A.  Tha  banaf  ita  of  tha  prograaa  ondar  a  aopply  Banagaaant  ayataa 
would  ba  targattad  to  tha  aaallar  and  aid-aiaad  faraing  oparationa*  fha 
racord  ia  claar  in  tha  hiatory  of  aupply  aanagaaant  typaa  of  prograat 
that  faaily-acala  producara  hald  on  tha  boat  in  coaaoditiaa  awpportad  ia 
that  aannar*  Bvan  aa  racantly  aa  1986 »  an  Iconoaic  Baaaareh  Sarriot 
(BR8)  atudy  indicatad  that*  daapita  aoaa  diagracaful  windfalls  to  aupar- 
faraa*  tha  bulk  of  tha  crop  loana  and  f adaral  payaanta  in  1885  want  to 
aid-aiaad  faraa.  Cartainly*  an  intalligantly  eoncaivad  fara  prograa  eaa 
aaaura  that  tha  principal  banaf  ita  go  to  faaily  faraars. 

Q.  18  TBB  BARKIN-6BPBA8DT  BILL  TBB  ZDBAL  80PPLT  NABACnBWT  BILL? 

A.  Tha  Paaily  Para  Act*  introducad  by  Banater  Toa  Barkia  of  Zewar 
on  Pabruary  5th»  and  by  Congraaaaan  Richard  Gaphardt  of  Hiaaouri  aa 
March  5th»  ia  a  eoaprahanaiva  bill.  Rational  Paraara  Onion  haa  andoraad 
tha  eoncapt  of  tha  bill  and  will  aaak  all  poaaibla  iaprevaaanta*  Tha 
Paaily  Para  Act  ia  a  14-yaar  bill  which  givaa  producara  tha  option  of 
voting  avary  four  yaara  on  whathar  to  invoka  aupply  aanagaaant  syataaa* 
A  aajority  vota  would  ba  raquirad  for  approval  of  aupply  aanagaaant* 
Production  eutbacka  could  not  ascaad  35%  on  any  fara*  A  rafarandua  pro- 
graa ia  propoaad  alao  for  dairy*  Tha  Paaily  Para  Act  alao  providaa  for 
faaily  fara  dabt  raatructuring  on  an  aaargancy  baaia  for  faaily-acalo 
oparationa.  Loan  rataa  would  atart  at  70%  of  parity  on  1888  eropa  aa 
which  producara  had  approvad  aupply  aanagaaant  and  would  incraaaa  1^  ow« 
point  aach  yaar  until  raaching  80%  of  parity. 

Q*  WBAT  DO  80NB  OP  TBB  80PPLT  NABA6BMBBT  TBBII8  MBAW? 

A.  Thaaa  ara  aoaa  of  tha 


Acraaga  Alletaant  —  Tha  individual  f ara*a  abara#  basad  aa 
praviona  production  of  tha  national  acraaga  aaadad  to 
produca  daairad  aupplias. 

Baaic  Coaaoditiaa  —  Bis  agrieultural  cropa  ao  dasigaatad  ia 
tha  law*  corn*  cotton*  paanuta*  rica»  tobacco  and  whaat* 
aa  baing  antitlad  to  aupport*  Prica  support  on  ailk  and 
aoaa  othar  coaaoditiaa  ara  authoriaad  ondar  apaeial  ata- 
tutaa. 

Coat-of-Production  —  Tha  avaraga  aaouat  in  doUara  or  eaata 
par  unit  in  producing  a  fara  coaaodityf  including  land 
coata  and  an  allowanca  for  labor  and  aanagaaant. 
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D«f ielttaey  tayattats  —  Fadaral  faada  paid  to  faraara  whan 
fam  prioaa  ara  balow  a  apaoif iod  targat  prioa. 

raally  fam  — -  k  fam  on  vbioh  tbm  oporator  and  fasily  aaka 
■oat  of  tha  day-to-day  aaaagasoat  daeiaioaat  taaa  tha 
riaka*  aopply  tba  aqaity  eapital#  provida  soat  of  tha 
labor*  aad  obtain  tba  aajor  part  of  tba  fnnilt  ineona 
fron  faming. 

Loan  Bata  -—  Iba  orioa  par  baabal  or  otbar  anit  at  aldob  tba 
Qovamnant  will  provida  a  Oaaaodity  Crodit  Corporation 
COCO  loan*  on  a  aonraoooraa  baaia#  to  anabia  famara  to 
bold  tbair  cropa  for  latar  aalo. 

Markatiag  teota  —  That  onantity  of  a  erop  vbiob  will  provida 
adaqoata  narkat  aoppliaa.  In  aopply  nanaganant  prograna* 
tba  narkating  qaota  ia  allottod  to  individaal  farna 


aoeordiag  to  biatorical  prodoetion.  Harkating  qaotaa  ara 
oparativa  only  irtiaa  approvad  by  a  prodaoor  irota. 


national  Progran  Aeraaga  — -  JUi  individaal  famar'a  abara  of 
tba  aational  barvaatad  aeraaga  of  food  graina*  vbaat# 
eotton#  and  riea  naadad  to  naat  donaatic  and  aaport  naad. 

Parity  —  k  atatatory  naaaaranant  of  tba  ralativa  porebaning 
povar  of  f arn  prodaeta*  In  aona  fam  aapport  prograna# 
tba  OOC  loan  rata  or  payaanta  bava  baan  liakad  to  parity. 
Tba  objactiTO  of  parity  prioaa  and  inooaw  vaa.apallad  oat 
firat  in  tba  Jlgriealtaral  Aot  af  1938  and  raf inad  in 
aavaral  aabaaqaant  lava. 

Priea  Sapport  Laval  —  Tba  prieo  for  a  anit  of  a  fam 
eonnodi^  vbiob  tba  fadaral  govornsant  will  aapport 
tbroagb  COC  loana*  paynanta  or  citbar  natboda. 

Progran  Linitatioaa  —  Unitatioaa  aat  by  lav  on  tba  aaoant 
vbiob  any  ona  prodaoor  nay  obtain  in  OCC  loana*  or 
fadaral  paynanta. 

8at-aaida  —  Tba  aoraaga  a  famar  naat  davoto  ta  aail 
oonaarring  aaaa  in  ardar  to  bo  aligibla  for  fam  progran 
banafita. 

Tbrgat  prioaa  — -  h  oortain  laval  of  prioaa  dataminad  by  lav 
to  anbanoa  fam  ineona  vbaa  CCC  loan  lovala  ara  at  an 
inaaf f ieiant  atata.  Tba  targat  priooa  apply  only  ta  a 
apoeif  iad  part  af  tba  annaal  prodaotion.  Alno  knovn  aa 
daf  ioianoy  payaanta. 


Tiald  —  Tba  oatpot  of  a  planting  of  a  orop.  In  progran  ta 
tba  f igara  ia  tba  noraal  yiald  aatabliabad  for  a  partien- 
lar  fam  or  araa  in  a  ooaaodity  atabiliaation  progran. 


Digitized  by 


Google 


596 


BXBIBZT  B 


DBFOPOXATION  AHD  DBCLZHB  ZM  CODNTRTSZDB  AMBRZCA 


Zn  1980*  th«  D8DA  Bconoaics  and  Statistics  Bsrvies  pabliabsd  a 
tschical  rsportf  tntitl^d  "O.B.  PABN  BOHBBBSf  8ZBB8  AHD  KBJOED  smCTO- 
RAL  DZNBNSZONBs  PB03BCTZ0H8  TBKOOGB  TBB  TBAR  2000." 

Th«  studyr  dont  by  sconoBists  WilliaB  Linr  Gsorgt  Coffaan  and  J.B. 
Paniif  indicatad  wbat  woold  bappan  by  tba  yaar  2000  if  tba  ondarlyiag 
factors  in  tba  O.8.  fam  sactor  continuad  aa  tbay  bava  sinoa  1950. 

Para  nuabara  in  1980  vara  about  2.5  Billion.  Zt  was  projactad  tbat 
D.8.  farm  nuabara  would  daclina  by  ona-tbird  to  1.8  aillion  by  tba  yaar 
2000. 

8ucb  a  dapopulation  of  tba  faraing  coaannity  was  oainous  anoogb  -— 
an  avaraga  of  35*000  faraa  aacb  yaar* 

Bacausa  of  tba  aconoaic  strass  in  agricoltnra*  tba  asodaa  froa 
agricaltnra  baa  baan  running  fara  bigbar  tban  tba  anticipated  rata* 

Cnrrantly*  witb  a  fara  loss  astiaatad  at  200  par  day*  tba  fara  less 
is  now  running  at  about  73*000  a  yaar*  twica  tba  rata  in  tba  DSOik  pro- 
ject ion. 

Tba  08DA  projection  is  sbown  in  tba  accoapanying  grapb. 


NUMBIB  OP  11.8.  FARMS  AND  AVBIIA08 
PARMT — 
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With  only  a  tmt  •xcoptioos  thmtm  has  amially  b««i  bob*  Bov«B«nt  oat 
of  faraing  in  tbo  past  €0  or  70  yaata. 

At  tho  poak  in  1935  thoro  vara  6.8  Billloii  faraars  in  boainaaa. 
About  270*000  had  aovad  f tea  tha  city  to  tha  fara  in  tba  aarly  1930'a 
bacaoaa  unoaplpyaant  vaa  at  alaoat  25%  of  tha  labor  foroa* 

What  la  nniqoa  about  tha  currant  aituation  la  that  aany  of  tha  fara 
losaaa  ara  f eraeloauraa  or  f oread  liquldatioDa  and  thay  ara  largaly  f roa 
tha  aiddla  ranka  of  wall-aqulppad»  hlghly-affieiant  oparatora. 

Tha  loaa  of  faraing  unita  la  attributabla  to  a  nuabar  of  cauaaa: 

*  Mat  fara  ineoaa  down  by  52%  froa  1979  to  1983. 

*  Para  land  valuaa  down  30%  nationally  and  by  aa  auch  aa  50%  in 
aactiona  of  tha  Midwaat. 

*  Thirtaan  pareant  of  faraara  hava  dabt-to-aaaat  ratioa  of  aora 
than  70% f  a  laval  quaationing  thair  hopaa  of  aurrival* 

Tha  iapact  of  thia  fara  aeonoaic  atraaa  on  tha  coaaonity  ia  aavara* 

Bach  loaa  of  ais  faraa  tanda  to  raault  in  tha  loaa  of  ona  Main 
Straat  buainaaa* 

Bach  ilfCOO  changa  in  nat  fara  ineoaa  aakaa  a  dif f aranca  of  8200  in 
apanding  powar  along  Main  Straat. 

Bach  8€4»000  changa  in  nat  fara  ineoaa  in  a  eaaaoaity  aithar  adda 
or  loaaa  ona  job  on  Main  Straat. 

Tha  abova  ralationa  ara  eitad  in  a  report  by  tha  Senate  Subeeaait- 
tee  on  Inter governaental  Relatione  ia  May*  1988* 

Thia  report  alao  notea  tha  iapact  of  fara  decline  en  the  tax  baae 
of  rural  coaaunitiaa.  The  real  value  of  the  agricultural  tas  baae  haa 
declined  by  aa  auch  aa  20% »  iapairing  the  ability  of  local  govarnaenta 
and  achool  diatricta  to  aaintain  aarricea* 

Tax  delinquency  ratea  have  doubled  in  aoae  areas*  it  it  revealed* 

Proa  ita  beginning*  Mational  Paraera  Onion  haa  been  "wholly 
dedicated  to  the  atrengthening  of  the  faaily  fara  ayatea*  and  haa 
aaintained  that  the  "faaily  fara  ia  the  auperier  ehoiee  for  Jtaarica.* 

The  kind  of  agricultural  atrueture  ia  a  aatter  of  oheioe*  Coogreas 
for  200  yeara  haa  adhered  to  a  policy  of  "foatariag  and  aaoouragiag  the 
faaily  fara  ayatoa." 
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Tbtt  ktty  qottstion  is  ths  6%qt—  to  which  th«  fsdsral  fovsmaoat 
•hoald  Involv*  lts«lf  to  assors  that  th«  family  fara  ayataa  eootinaaa  at 
a  viabla  nnit* 

It  voald  ba  foolhardy  to  assimo  that  faaily  f araors  can  sanriva  tht 
cnrrant  straaa*  avaa  though  faraars  have  ahova  raaarkabla  atayiag  povtr 
ovar  tha  dacadaa* 

Tha  Aaarican  paopla  atill  hava  tha  choice  and  thay  can  insist  that 
Congrass  abida  hy  its  loog-tiaa  couitaant  to  tha  faaily  fara  systaa 
"   osat 

*  It  is  a  aoat  af f iciant  prodactioo  systoa* 

*  It  providas  aapla  prodnction  and  abnndant  aoppliaa. 

*  It  davalops  and  osas  soil  and  vatar  rasoorcas  visaly. 

*  It  is  tha  aoat  carafol  in  tha  nm%  of  pasticidas  and  chaaicala. 

*  It  aakas  tha  largaat  contribation  to  tha  local  coaBonity. 
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r-l  NATIONAL 
i^  FARMERS 
ORGANIZATION 


Subcomittee  on  Whtat,  Soybeans  and  Feed  Grains 
Coasiittee  on  Agriculture 
U.S.  House  of  Representatives 

STATEMENT 

Edwin  Tvrdy 

National  Farners  Organisation 

March  31,  1967 

MANDATORY  PROGRAM 

Mr.  Chairaan  and  aeabers  of  the  Couiittee,  we  appreciate  the 
opportunity  to  present  our  views  relating  to  the  need  for  aandatory 
progress  and  better  prices  for  farners.  I  aa  Bd  Tvrdy »  faraer  and 
neaber  of  our  National  NFO  Board  of  Directors.  With  the  help  of  my 
family  I  operate  a  fara  of  460  acres  near  Surprise,  Nebraska.  We 
produce  irrigated  corn  and  soybeans,  and  have  a  saall  beef  herd. 

In  this  brief  appearance  I  will  not  dwell  on  the  fara  econoay, 
bankruptcies,  the  need  for  long-tera  credit  at  fixed  reasonable 
interest  rates,  or  a  nuaber  of  other  aspects  of  faraing  in  these 
difficult  tiaes.  Meabers  of  your  coaaittee  surely  understand  what 
has  happened  in  aost  fara  coaaunities  over  the  last  six  years.  We 
need  better  prices  and  a  reasonable  incoae  froa  the  aarketing  of 
our  products. 

In  visits  with  aeabers  of  ay  church,  faraers  in  the  local 
coaaunity  and  National  Faraers  Organization  aeabers  throughout  aany 
states,  I  find  deep  resentaent  of  the  fact  that  we  aust  rely  upon 
governaent  checks  for  a  substantial  portion  of  our  incoae.  In  far 
too  aany  coaaunities  today  we  are  dependent  upon  Social  Security 
checks,  the  ASC  payaents,  and  other  sources  of  governaent  relief  to 
support  the  econoay. 

'  Even  out  in  the  country  we  know  you  have  created  a  aonster  in 
the  1985  Fara  Act.  Tou  reduced  our  loan  rates  and  prices 
drastically  and  forced  us  to  depend  upon  the  payaents  for  incoae. 
Now  you  are  confronted  with  very  difficult  probleas  in  the  national 
budget  and  at  soae  point  in  the  near  future  you  will  probably  cut 
those  payaent  rates,  again  reducing  our  fara  incoae. 

Tou  are  in  an  indefensible  political  position  and  faraers  are 
in  an  econoaic  squeeze  that  they  cannot  withstand.  We  believe  the 
1985  Food  Security  Act  aust  be  re-exaained.  An  alternative 
approach  should  be  given  serious  consideration  as  soon  as  possible. 
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We  did  not  arrive  at  our  present  policy  position  in  tiM  HPO 
easily.  There  have  been  a  nuaber  of  bitter  lessons  dealt  out  to  as 
in  the  19608.  As  tAcmmi   and  businessaen  we  cannot  understand  how 
those  of  you  who  af«  reepoDsible  for  the  operation  of  this  govcfii* 
■ent  can  expect  t:  continue  on   the  current  course.  The  annual 
budget  deficit*  the  iabalance  in  our  foreign  trade*  th€  ecofto«lc 
well-being  of  our  financial  Institutions  and  the  huge  build-up  of 
expenditures  in  operation  of  the   farn  prc^graa  «11  point  to  the  need 
for  a  nore  effective  prograa  that  can  be  run  at  leaa  expense  for 
the  U.S.  taxpayer.   He  believe  the  only  responsible  course  open  to 
you  at  this  tine  is  to  conduct  full  coaaittee  bearings  on  proposed 
new  legislation. 

Please  let  ae  remind  you  of  soae  events  of  the  recent  past 
that  bear  on  the  subject  of  this  hearing.   The  Congress  provided 
for  a  poll  of  wbcat  producers  to  learn  the  prevailing  attitude  on  a 
aandatory  wheat  pro9ras*  By  a  strong  majority  producers  indicated 
that  tbay  wanted  a  referendum  on  such  a  program*  They  voted  tbeir 
best  judgaent  of  this  question  and  asked  for  such  a  refecendoa  in 
spite  of  the  bold  efforts  of  the  Adnirtistration  and  agribusiness 
organizatlQna  encouraging  a  ne^^tive  vote.  It  now  appears  that  the 
Congress  aay  wish  to  overlook  the  results  of  your  own  poll. 

We  aie  witnessing  an  all-out  caapaign  conducted  by  the 
opponents  of  supply  man age sent  that  has  been  well  underway  since 
the  Chrlstaas  holidays   Why  dci   you  suppose  sone  organisations  that 
are  pretending  to  spealt  for  farneES  are  bo  intent  upon  avoiding 
raferenda  on  supply  aanagenent  programs?   Ferhapa  aoae  of  those  who 
are  contributing  the  aost  time  and  effort  to  prevent  far mar a  from 
expressing  their  own  will  on  th  a  question  will  coae  forth  with 
honest  explanations  of  their  actions.   We  ean  hardly  believe  that 
the  pretense  of  noble  accomplishaent  in  expansion  of  oar  grain 
exports  is  supported  by  any  factual  increase  in  shipments  abroad. 

Inconaiatent  actlona 

When  the  Congress  put  together  the  Food  Security  Act  of  1985 
you  did  not  hesitate  to  Invoke  certain  aandatory  provisioas.  Too 
iq^oaad  mafidatory  check-offs  on  hogs  and  cattle  that  aust  really  be 
appreciated  by  the  public  relations  firas,  without  giving  na  a  vote 
in  referenda  for  a  couple  of  years  after  those  check-offs  berias 
effective.  That  involves  hundreds  of  Billions  of  dollars  out  of 
our  pockets.  For  a  nuaber  of  years  you  have  consistently  stayed 
with  an  old  provision  of  law  peraitting  block  voting  on  milk  aarket 
orders  by  cooperatives,  thus  effectively  surrendering  the  voting 
rights  of  individual  producers  to  the  aanageaent  group  In  tboae 
iaportant  deciaions. 
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Under  the  1985  Act  you  established  the  lowest  prices  received 
by  faraers  in  50  years.  Can  you  iaagine  a  more  mandatory  feature 
in  a  farn  program  than  "dollar  a  bushel"  corn  prices  at  harvest 
tiae  and  offering  a  payaent  of  $1.20  a  bushel  to  program  partlc* 
ipants?  Money  lenders  have  required  their  borrowers  to  elgn  up 
with  the  ASCS.   Even  the  most  conservative  people  liho  have  always 
condemned  fafm  prograas  have  signed  up  to  get  the  «oney  where  they 
■ust  depend  upon  faming  for  incoae. 

With  those  precedents  established  by  the  Congress  it  would  be 
inconsistent*  to  put  it  very  mildly,  if  you  refuse  to  give  grain 
producers  referenda  on  supply  nanagement  prograas  that  night  work 
off  the  surpluses  and  bring  about  reasonable  prices. 

Pendihy  LcglalatioB 

A  nandatory  production  control  proposal  providing  for  the  aost 
dramatic  change  in  agricultural  policy  is  being  %fldeiy  discussed 
today.   It  was  introduced  by  Congreeaaian  GepJiAcdt  anA   the  other 
Members  on  March  5#  1987.   If  adopted  by  producers  in  referenda*  it 
would  immediately  increase  net  farm  Incoiae  through  the  marketplace 
by  placing  a  floor  under  wheat*  feed  grains^  uplarid  cotton*  rice* 
soybeans  and  dairy  products.   It  is  one  proposal  periaitting  pro- 
ducers to  decide*  through  referenda*  what  type  of  program  they 
want. 

Government  cost  would  be  slashed  dramatically.  Expenditures 
would  be  cut  by  as  much  as  $12  billion  in  FY  1989  alone.  Estimated 
annual  average  cost  for  FY  1988  through  FY  1991  would  run  about 
$8.2  billion. 

Net  farm  income  would  rise  to  an  annual  average  of  approxi- 
mately $41.2  billion  for  the  period  1988-1991*  compared  to  $29.0 
billion  under  current  legislation*  or  $25.0  billion  under  the 
Administration's  decoupling  proposal. 

Export  values  would  equal  $26.0  billion*  compared  to  $15.6 
billion  under  the  1985  Act*  and  $15.5  billion  under  the 
Administration's  decoupling  proposal. 

That  bill  also  requires  the  President  to  enter  into  multi- 
lateral negotiations  with  other  food  exporting  nations  to  increase 
world  market  prices  and  preserve  market  shares.   If*  after  nine 
months*  a  multilateral  agreement  has  not  been  consummated*  then  the 
Secretary  would  be  mandated  to  use  export  subsidies  (PIK  or  cash) 
to  promote  exports. 
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The  new  proposal  provides  for  a  strong  "back-up"  position 
assuming  the  D.S.  is  unable  to  negotiate  an  agreenent  with  other 
exporting  countries.   These  tools  put  us  in  a  nuch  stronger 
position  at  the  bargaining  table  than  that  currently  provided  in 
the  1985  legislation.  What  makes  our  position  so  weak  under 
current  legislation  is  that  we  are  dropping  our  domestic  prices  so 
artificially  low  in  an  attempt  to  "compete"  in  the  world  market 
that  we  are  literally  destroying  rural  America,  the  backbone  of  our 
country.   This  is  recognized  by  our  competitors  in  every  country  in 
the  world.   Remember,  we  export  30%  and  use  70%  of  our  production 
for  domestic  consumption.   Think  how  much  more  competitive  we  would 
be  in  the  world  market  if  we  had  a  strong  domestic  agricultural 
economy  and  targeted  government  expenditures  to  the  30%  export 
portion,  rather  than  trying  to  compensate  farmers  through 
inequitable  government  payments  on  100%  of  production.  Or,  worse 
yet,  pay  farmers  not  to  grow  under  the  Administration's  decoupling 
proposal. 

Another  bill  has  been  seriously  proposed  that  would  do  away 
entirely  with  the  loan  concept,  making  unnecessary  the  current 
expenditures  for  storage  and  transportation  of  CCC-owned 
commodities.  In  this  case  producers  would  still  be  dependent  upon 
government  payments  for  part  of  their  income  but  the  program  would 
be  targeted  directly  to  family  size  farm  operations.  We  have  not 
endorsed  this  particular  approach  but  it  deserves  a  hearing  and 
serious  consideration.  Certainly  it  is  more  sensible  than  the 
current  program. 

In  summary,  we  believe  the  entire  Agriculture  Committee  should 
conduct  hearings  on  the  need  for  a  less  costly  and  more  effective 
farm  program.   If  you  do  not  move  to  do  so  now,  the  whole  question 
will  be  carried  over  to  an  election  year  and  you  will  not  want  to 
deal  with  these  Issues  at  that  time.   If  you  do  not  proceed  to 
examine  alternative  courses,  the  1985  Act  will  remain  in  effect  at 
least  through  the  1989  crop.   That  only  spells  disaster  for  many 
more  producers  in  our  rural  communities. 

Let  me  finish  on  this  note.  A  number  of  people  are  talking 
about  land  values  and  wishing  for  a  turnaround  in  that  market.   In 
my  judgment  you  should  act  to  improve  the  prices  for  major 
commodities.  That  would  permit  us  to  pay  up  our  bills.  Then  land 
values  will  improve  in  due  time. 
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ACrrNB  CHAIR,  LEABUE  OF  RURM.VOfTBlS  ' 

HEAMie  ON  riMI>ATCRy  raOOICTION  OQNTI^ 

VdCAT,  FEED  ORAINS  <.  SOVBEMG  SUBOOrtf  TTEE  OF  THE 

ABRICaTURE  COrnTTEE  OF  THE  US.  HOUSE  OF  REPRESOfTATIVES 

TUESDAY,  rtARCH  31, 1967 

I  'ma(iifry«idcomf«iiMrfr«mSouttMrMtHMm  Icuntntly 
serve  as  Acting  Qiilr  of  the  Ut0ut  of  Rural  VM«r8»  a  Mtloral. 
non~pvt1svi  votir  aducatton  and  kMylnQ  organization  cofnivlsod  oC 
farmers,  talnesapoople.  professionals,  and  a  variety  of  oilier  rural 
citizens.  I  thenic  the  committee  for  the  opportunity  teshereoirldeason 
the  Important  subject  of  supply  management,  as  well  as  oic  deep  concern 
over  the  conllnulng  depression  In  the  nation^  farm  economy  and  Its  Impact 
on  the  social  fabric  of  oir  rural  communities. 

As  a  representative  of  my  orgailzatlon  wltMn  the  National  Save 
the  Fanlly  Farm  Coalltloiv  I  have  had  extensive  opportunities  to  meet  with 
farmers  from  around  the  country  to  discuss  farm  problems  and  develop 
policy  altemathfes.  I\e  Just  returned  from  Vermont  from  a  two-diy    , 
meeting  of  dairy  farmers  sponsored  by  the  Coalition^  which  Inchaled 
representatives  of  dairy  farm  organizations  from  18  states  and  every 
region  of  the  country.  The  meeting  was  a  hHj^ly  successful  effort  to 
develop  a  compromise  agreement  among  regions  around  the  dairy  supply 
management  program  of  the  Family  Farm  Act. 
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But  what  sticks  most  In  my  mind  Is  the  sense  of  urgency  Isawm 
those  dairy  farmers  from  Vermont,  New  Yoric,  l>ennsylvanla  and  Maine. 
They  are  seeing  those  family  dairy  farms,  so  essential  to  the  economy  and 
communities  of  the  Northeast,  come  up  on  the  auction  block  one  ty  one. 
Their  anger  and  their  demands  for  action  remind  me  of  the  response  of 
Iowa  farmers  three  or  four  years  ago  when  the  realization  of  the  depth  oC 
the  farm  crisis  hit  the  Midwest  But  for  too  many  Iowa  com  farmers  — 
and  Texas  com  and  sorghum  farmers  —  and  H10i  Plains  wheat  farmers  *- 
farmers  all  across  the  country  -*  this  crisis  has  become  a  way  of  life. 

This  Committee  should  be  cautious  when  assesing  the  attitudes  of 
Its  constltutents  not  to  mistake  despair  and  cynicism  for  contentment  In 
my  experience,  there  has  never  been  an  agricultural  policy  so  universally 
unpopular  In  the  countryside  as  the  1985  Food  Security  Act  But  after 
years  of  personal  suffering  and  community  breakdown,  the  total 
inadequacy  of  the  response  from  this  Congress  has  caused  an  Increasing 
loss  of  confidence  in  the  effectiveness  of  our  democratic  process.  In  spite 
of  a  few  Isolated  *brl0it  spots'  In  the  farm  economy  touted  by  the  defen- 
ders of  the  current  policy,  in  much  of  rural  America  hopelessness  reigns. 

In  Iowa  we've  lived  through  enough  years  of  this  depression  to 
know  that  public  attitudes  run  In  cycles.  There  Is  a  growing  movement  In 
Iowa  and  across  the  country  based  on  a  quiet  determination  to  save  our 
rural  communities.  That  resurgence  of  hope  Is  focused  on  the  Family  Farm 
Act  of  1987.  The  Increasing  unity  among  farm  organizations,  the  churches, 
and  the  labor  movement  around  a  common  approach  to  dramatically  shift 
the  direction  of  our  agricultural  policy  has  given  many  rural  Americans  a 
new  reason  for  hope.  This  Committee  has  the  opportunity  to  replace  a 
failed  policy  with  one  that  will  work. 

The  single  most  Important  factor  leading  to  the  current  breakdown 
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In  tlw  farm  economy  hts  been  Qovcmmont  pollctes  timed  tt  keepInQ 
commodity  prices  at  a  level  which  precludes  the  survival  of  increaainQ 
numbers  of  family  farms.  Farm  prices  must  be  at  tlw  canter  of  tlw  debate, 
but  maintaining  fair  and  adequate  prices  requires  a  system  of  supply 
management  A  careful  reading  of  research  data  and  analytical  projections 
shows  tiMt  a  program  of  hi^wr  price  floors  in  the  marlctt  place  and 
effective  production  controls  is  the  only  option  on  the  table  that  can  bring 
about  the  critically-needed  boost  m  farm  income.  All  other  alternatives 
guarantee  continual  decline  and  uncertainty. 

The  system  of  supply  management  for  wheat  and  feed  grains  m 
the  Family  Farm  Act  Is  the  most  workable  and  effective  alternative  under 
consideration,  largely  because  it  was  developed  by  fanners  themselves. 
The  hi0>er  farm  income,  reduced  government  costs,  and  minimal  consumer 
price  increases  that  come  with  this  bill  have  already  been  emphasized  I 
want  to  make  a  couple  of  additional  points 

The  central  concept  of  the  Family  Farm  Act  is  the  mechanism  for 
setting  price  floors  m  the  marketplace  that  are  fair  to  producers  and  fair 
toconsumersu  By  indexing  CCC  support  loans  rates  to  a  farmer's  true 
costs,  the  average  farmer  would  receive  fair  compensation  for  his  labor 
and  Investment.  Throu^  the  manqagement  of  stable  reserves,  consumers 
would  be  protected  from  shortages  and  dramatic  price  mcretses. 

There  is  a  general  misconception  wtthm  the  Congress  and  the 
public  that  the  Family  Farm  Act  would  raise  farm  prices  by  instituting 
mandatory  production  controls.  This  notion  needs  to  be  dispelled  To  raise 
prices  to  fair  levels  simply  by  restricting  production  would  require  that 
real  food  shortages  be  created  This  would  not  be  a  balanced  food  system 
policy,  and  is  not  part  of  the  Family  Farm  Act 

The  Family  Farm  Act  would  use  price  supports  and  reserves  to 
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emit  s  nirrow  rviQt  Ia  tlw  inslcit  In  which  priots  wouM  hmw  thiC 
would  be  fair  to  both  conMmarsvKirviMraL  Thtconnplor  Just 
compensation  m  this  country  hK  long  been  accoplod  Supply  iMnagHMnt 
Is  neceasvy  to  bring  production  m  ime  with  the  real  tfMMna  for  r»in 
products  at  these  fair  price  levels. 

The  real  purpose  oC  supply  management  is  to  save  govemmenl 
costs  and  protect  scarce  resourcea  B^  preventing  the  necessity  for 
government  purchaw  and  storage  or  unneeded  surpluses  tSMpayer  costs 
are  greatly  reduced  B^  producing  only  enough  for  markets  that  really 
exist,  precious  soil  and  water  resources  can  be  preserved  for  future 
productloa 

The  farmers  who  developed  the  Family  Farm  Act  and  the  majority 
of  farmers  In  minerous  polls  believe  that  production  controls  slwrid  be 
mandatory.  This  Is  not  because  farmers  want  the  government  telling  them 
what  to  do,  but  because  for  too  long  the  majority  of  farmers  hMt  watched 
a  minority  take  advantage  of  voluntary  programa  To  achieve  of  fecthw 
supply  management,  and  also  to  achieve  equity,  all  farmers  should  be 
required  to  do  their  part  m  cutting  back  productloa  In  return^  each  farmer 
Is  gusrantee<t,  through  marketing  certificates,  his  or  her  fair  share  of  the 
market  thars  really  out  there. 

These  concepts  are  neither  extreme  or  speculative^  They  are 
proven  mechmtsms  for  economic  Intervention  based  lexm  programs  tried 
successfully  over  the  past  fifty  years.  Solid,  unbiased  analysts  has 
affirmed  their  workability.  Theft*  ability  to  stabilize  production  and  raise 
farm  prices  are  not  really  ftiquestloa  But  many  have  been  left  with 
uncertafttty  on  theft- ftnpact  on  our  world  trade  position  and  maftitenance  or 
U5.  farm  exports 

The  Food  and  Agricultural  Policy  Research  InstltuU  (FAPRI) 
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miiyns  prMicci  inK  uvrwiiif  rvni  MCi  wvum  wowni  for  siyiiiiGsiK 
iKrNm m li^iiT ■■impft  im i ■wiiiy nm mn MnfCnN OTGMt ic 
aBwmw  tut  fugomtlon  or  mm 
worM  floor  priots  Mid  muluil  t 
tas  boon  cMlotf  iwlvo  by  tho  c 
tiwbtwj'tflltotodriwtlioaltiwtlonorttitCwiiwHtootottitoot^ 
noturt  of  mo  owrt  provtslofio  or  tHo  MIL 

DoooQnIzinQ  tht  IncroisinQ  toll  lAonon  fofMort  sirt  ^owofMNont 
tftiturloa  iraund  tho  worM  bv  a  mounlfMi  tfadii  wir  m  •JUMW'tt*^  timo  to 
athonOfortlwIihttodStatottotmltsowMiiiortBotdoMttwoncoto 
bilttato  iwtofnotlflnol  cooiwf otton  oiwonj  ijrtcMltBfil  o<ipoft>i|  wtiOHOL 
Tbo  Fomtly  Farm  Act  dlrocts  tlw  MiMM  to  took  fieri  agrooNionlt  «M 
thero  art  atrano  MMflcatloiiB  that  ao¥oral  kav  aiaof  tlna  oouitf  loa  art  narty 
toroapondpoattlvtly. 

For  oxamplo,  tho  January  toauo  of  ^MtrMFanaonr  Tbnoaropoftotf 
tho  following:  1)oclarlngthatUS.«itfGuropoanpollcloahotffMloiltoholp 
farfnora,  tho  Flwch  agrlcuituro  mlnlator,  FkviQOio  6iflllaunio»  liio  propoood 
that  loacNng  graln-firoduelng  natlono  f orm  an  OPeCHIko  cvtM  to  f^ 
aaggmgpiicooL  ThlacartolwouMtrytoprapprlcoabyhoMlngfralnoff 
tho  mahcot  and  uatng  any  aurplua  In  a  cooporatlvo  progrom  to  food  tho 
world's  hungry^  Mr.  Gulllaumo,  a  Fronch  farmor  known  for  aggroaah^ 
assorting  his  country's  agricultural  mtorosta.  said  tho  UMtod  Statos 
would  loso  a  trado  war  smco  Vi^tom  Europo  Is  Its  loading  mahcot  for 
farm  products." 

Tho  opportunity  is  horo  for  the  U5.  to  tako  the  load  on  a  now  trado 
mitiativo. 

Of  course,  some  exporting  countries  mtd^t  bo  Incimod  to  taico 
adi^antage  of  our  hi0>er  prices  by  attempting  to  take  away  our  martots. 
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Vite  fetl  stroiHily  tM,  rallwr  tlim  bludgeonlnQ  all  ttw  r^ 
major  eNpoitars  with  lower  «Kl  lower  prices,  wist  and  wtlHar^^ 
of  our  surplus  stocks  as  an 'ONport  PIK  Inmmer  ahNiM  enable  ua  ta  brino 
Mff  such  nations  to  the  negotlatbiQ  talrte:  Not  an  acroaa  the  beard  eMpart 
subsidy,  the  PIK  hmmer  Is  a  targeted  program  which  wauM  uaa  aur 
surplus  stocks  m  a  program  abned  at  the  markets  of  orrendb)g  countrta& 
This  could  be  an  effective  tool  to  encourage  their  participation  bi  a  new 
spirit  of  International  cooperation. 

In  conclusion  I  would  remind  the  Committee  of  the  contbaitog 
deterioration  of  the  overall  farm  economy  and  the  need  for  a  aense  ef 
urgency.  Under  the  current  farm  bill,  thtoigs  are  bad  and  will  only  grow 


Mr.  Chairman  and  members,  rural  America  Is  looking  to  you  far 
help,  but  the  message  so  far  seems  to  be,  "Don't  OMpect  much  this  year.* 
I  hope  we  can  change  your  mindsw 

For  tens  of  thousands  of  farm  families  and  the  rural  merchants 
who  rely  upon  their  trade,  this  year  will  be  their  iMtbibuabMsaL  Fartens 
of  thousands  more,  this  year  will  bhng  them  to  the  brMk.  UMessyou 
decide  to  let  rural  America  Just  fade  away,  dramatic  changes  bi  aur  farm 
policy  must  be  made.  I  urge  you  to  mike  these  changes  sooner  rather  than 
later. 

Thank  you 

(Attactorats  follow:) 
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PRI  survey  of  c  c 

iriners  shows  farm  crisis 
is  deeper  than 

previously  believed. 
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Mare  than  half  of 

Amefica's  farms  had 

negative  cash  flows 

and/or  high  debts 

as  of  Jan.  I.  1956 
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Cost-af-food  increases  during  last  S  years  oonpared  to 

projected  increases  over  neit  S  years  under  Fanily 

Farn  Act  (Source:  FAPRI). 


ToUI  food  spending  (actual  $s) 
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TBSTINOHY  OF  DONALD  VZ6    VALLEY  CITY,  HORTH  DAKOTA 

DAKOTA  RSSOORCB  COUNCIL   MARCH  31,  1987 

U.S.  HOUSE  AGRICULTURE  SUBCOMMITTEE  OR  NHBAT,  SOYBEANS  AND  PEEDGRAINS 

Mr.  Chalman,  mmmb^ru   of  the  coHMittee.  My  nmwm   is  Donald  Vlg. 
I  fam  near  Valley  City  in  east-central  North  Dakota.   I  am  representing 
the  Dakota  Resource  Council r  which  is  a  grasBirootB  memberBhlp  organisa- 
tion dedicated  to  presarvlng  family  farms  and  natural  retoUrces.  The 
Dakota  R69Dui:c«  Council  is  a  member  of  the  National  Save  the  Family 
Farm  Coalition. 

You  have  all  heard  the  national  statistics  on  farm  failures 
and  farm  debt  due  to  today  a  low  pricBH   North  Dakota's  number  one  indus- 
try is  agriculture.  The  state  has  approxiiitately  2     million  acres  of 
cropland r  about  7  percent  of  total  cropland  in  this  country.  So  much 
of  North  Dakota's  economy  dependg  ii|>$n  a  fair  rat  urn  on  the  production 
of  these  acres.  But  lov  conofkodity  prices  have  forced  over  3,000  farmers 
out  of  business  in  the  last  three  years   Thousanda  mor^  are  projected 
to  fo  broke  in  the  next  three  years  if  pfices  for  coinEiodities  do  not  rise. 

Every  luin  street  in  North  Dakota  reflects  the  damages  of  low  prices 
and  overproduction   Fa me re  and  rural  business  people  are  leaving  many 
counties,  because  there  is  no  farm 'income  and  rural  income  to  support 
schools,  churches  and  businesses.  Ne  need  Congressional  action  now. 
Me  can't  wait  for  another  election. 

The  Food  Security  Act  of  1985  is  leading  us  to  disaster,  and 
many  of  the  other  farm  bill  proposals,  such  as  decoupling  proposals  and 
the  Dorgan-Penny  plan  appear  to  be  nore  of  the  same.  The  only  long 
term  solution  to  this  rural  etonvio  crisis  is  a  sound  parity  price/ 
supply  nanagenent  pro^raini  such  «■  the  Family  Farm  Act.  Ne  need  a 
full  compliance  supply  jnanaq«mAnt  program  that  controlv  the  number  of 
bushels  to  be  produced  and  marketed  along  with  acreage  reduction. 

But  first  and  for^noet  farmera  need  commodity  prices  set  at  a 
level  to  cover  the  cost  of  production  and  a  fair  return  for  the  time 
value  of  man  and  money.   The  Family  Farm  Act  does  not  iise  aupply  controls 
to  raise  prices,  as  is  often  incorrectly  asserted,  ^ther  commodity 
prices  are  raised  by  tetting  the  Coimnodity  Credit  Corporation  loan  rate 
at  a  level  high  enough  tc  cover  production  costs  plus  a  reasonable  rate 
of  return.   North  Dakota  State  University  statistics  say  that  the  average 
cost  of  production  for  wheat  in  jny  atata  is  $4.81  a  bushel.  We  get  be- 
tween $1.90  and  $2.40  for  our  wheat  at  our  local  elevators,  plus  $1.89 
a  bushel  for  deficiency  payments.  By  contrast,  the  parity 
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level  set  by  the  Family  Farm  Act,  at  70  percent  starting,  is  about  $4.74 
a  bushel  for  wheat. 

Supply  oanagesent  as  proposed  in  the  Family  Fan  Act  is  a  tool 
used  to  match  supply  vith  demand  so   that  we  can  create  ftability  in 
the  market  place  and  reduce  the  surpluses  that  are  porting  out   govem- 
ment  millions  each  year.   The  bill  proposes  the  ua«  of  acrAage  s«t 
asides  up  to  35%,  targeted  to  faaily  farto  producers,  with  the  use  of 
marketing  certificates  to  limit  not  just  the  acres,  but  the  bushels 
produced . 

The  Food  Security  Act  of  1985  requires  a  27%  percent  set  aside 
in  wheat  acreage  base,  but  the  low  prices  eauaed  by  th«  low  CCC  loan 
rate  force  aost   farmers  to  make  up  in  VQluine  what  they  have  lost  in 
value.   Therefore,  we  have  a  situation  of  continued  overproduction 
of  most  commodities,  despite  this  set  aside.   Likewise  the  Dorgan- 
Penny  plan  requires  a  20  percent  acreage  set  aside  for  wheat  and  fe«d 
grains,  but  reraovea  the  CCC  loan  rate  floor.  Their  plan  lets  the  market 
price  fall  to  the  whin  of  the  grain  coonpanies   Like  other  taxpayer- 
subsidized  programs,  the  Dorgan- Penny  plan  paya  farmers  $5  a  bushel 
for  wheat  produced  on  80  percent  o  the  acreage  base,  or  20,000 
bushels,  whichever  is  less.  None  of  these  marketing  loan-type  of 
proposals  do  anything  to  cut  off  the  cheap  grain  that  is  now  bene- 

iting  nultinatiofial  grain  corporations,  at  the  expense  of  our 
famera  and  U  S     taxpayers. 

The  Dorgan*Penny  proposal  is  similar  to  the  Food  Security  Act  in 
another  way.   It  is  Buppcsed  to  benefit  family  farmers  because  it 
targets  deficiency  payneitts  on  the  first  20,000  bushels  of  wheat  pro- 
duced, and  the  first  30,000  bushels  of  com  produced,   like  the  $50,000 
payment  limitation  in  today's  program.   Both  prograras  place  an  extresMly 
high  cost  on  taxpayers  to  n^Jce  up  for  the  low  market  prices.   Here's 
how  this  affected  North  Dakota  last  year. 

In  1986,  there  was  an  approxliMte  $1  drop  in  the  CCC  loan  rate  and 
market  price  for  wheat.   Farmers  in  the  state  produced  about  280  millioii 
bushels  of  wheat  in  1986.   Wheat  prices  dropped  by  about  $1  a  bushel, 
resulting  in  a  loss  in  wheat  value  to  the  state  of  280  million  dollars. 
Government  deficiency  payments  increased  for  wheat  by  $174  million  over 
1985  levels.   Despite  this  increase,  the  net  loss  to  North  Dakota's 
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econony  was  $106  ■lllion  due  to  tlies*  Icmmr   prioes. 

Our  coapanlon  non-program  crops  ar«  draaatically  affected  by  the 
low  prices  of  wheat  and  feedgralns.  The  price  of  flax  that  I  got  in 
1985  was  $5.80  a  bushel r  and  now  it  has  dropped  to  $3.80.  In  central 
North  Dakota  Atid   mAiiy  oth«r  parti  of  the  fara  belt  many   acre  a  are 
pl&ntod  to  aon-pr£»friiiD  crops.  Nhen Congress  sets  the  floor  on  vheat^ 
corn  barley,  and  oats  to  less  than  half  of  what  it  costs  os  to 
produce  the  price  of  the  rest  of  the  crops  drops  too.  Nhen  com  prices 
drop,  high  fructoae  com  aymp  bacomea  less  expensive  than  sugar. 
The  1985  Pan  Bill  set  com  prices  so  l^w  that  the  carbonated  beverage 
industry  converted  over  to  using  LOO  percent  corn  sweetners,  resulting 
in  a  loss  of  aarketa  for  U.S.  sugar  producers. 

If  coBHK>dities  are  valued  properly,  then  that  value  is  reflected 
through  the  econoay  many  times  over.  If  cosmK>dities  are  valued  properly, 
and  the  nuaJKr  of  family  farms  are  at  l«a«t  luintained  then  our  nation 
will  have  the  greatest  capacity  to  grow  reasonably  priced  food.  If 
coamodlties  have  proper  v«ltj«  then  the  acreage  to  gto*  these  crops 
will  have  proper  value  and  fariMra  will  treat  the  land  accordingly. 

In  order  for  the  PaDLlly  Farm  Act  to  vork  with  the  least 
goveroinent  escpenditures,  we  need  multilateral  trade  agreeiwntA  with 
other  expcrting  nations.   The  President  of  the  North  Qakcta  Farm  Bureau 
described  the  United  States  Export  policy,  at  our  annual  meeting  last 
year  as  people  sitting  across  the  table  from  each  other  waiting  to 
see  which  one  blinked   Ne  blinked  34  years  ago  vhen  then  Secretary 
Ezra  Taft  Sanson  succeeded  in  throwing  out  respoaalble  stipply  management 
in  favor  of  so-called  flexible  parity.  The  last  35  years  have  been  a  costly 
experiment  in  open-ended  agricultural  production. 

Famers  told  policy  ouikers  a  number  of  times  in  the  last  nine 
months  that  they  would  like  higher  price*  with  supply  sanagement.  The 
uSdA  wheat  poll  showed  that  65  percent  of  the  farmers  responding  to 
the  poll  in  North  Dakota  favor  supply  management  and  higher  prices. 
The  recent  League  of  Rural  Voters  natlona  farp  poll  showed  similar 
support.   At  the  February  1987  U.S.  Senate  Agriculture  Committee 
hearing  in  BlBmarcki  Senator  Daschle  asked  the  audience,  "How  many 
here  support  aupply  managejiient  and  production  quotas?"  After  an 
overwhelming  show  of  hands,,  he  said,  "This  is  no  scientific  survey, 
but  I'd  say  that  about  99  percent  support  supply  management." 

It's  time  to  open  our  eyes.   Parmers  need  supply  management  and 
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!*■  pl««s«d  to  Iwrw  ttkiM  opportwaity  to  arpoor  boforo  tliio 
•ubeoMlttoo  todqr  to  aliaro  with  j9»  thm  position  of  tlio  Ihiios  of 
AaorlooB  Bobrow  Coagntotloao  la  wpport  of  tlio  ffMily  fSoa  Act.  a 
propoflol  to  roatero  tba  oeonosle  wallboli^  of  iaarleaw  ofricultoro  aw 
koop  our  aatlon'a  faialaad  la  tba  handa  of  baidroda  of  Tixniaamla  of 
ladopoadont,  hardwoctclag  fata  fanilloa. 

I  ahould  bogla  by  daaerlblag  who  wa  aro,  and  owplalnli^  «lij  a  Jovlab 
organisation  la  Intaraatod  la  fara  policy. 
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Th«  Union  of  Aaorlcan  Hobrov  Congrogfttlons  Is  an  uii>roll«  organisation 
coaprisod  of  800  Rafom  Javish  eongragationa  tliroii|)bout  tfaa  U.S.  and 
Canada  rapraaanting  a  total  aasbarahip  of  1.2  Billion  SHiibars.  As 
raligioua  laadara,  w  ara  naturally  coneamad  vith  tha  currant  rural 
acononic  criaia  vhich  ia  inflicting  anomoua  auffaring  on  naiiji  rural 
citizans,  aapacially  famara.  Our  tradition  vama  ua  againat  tha  kind 
of  econonic  and  anvironMntal  cataatropha  occurring  in  Aaarica'a  fam 
regions . 

The  fam  criaia  ia  a  quaation  of  aocial  juatica,  a  conflict  batwaan 
those  who  have  power  and  thoaa  who  do  not;  a  taat  of  whether  we  truly 
place  a  fair  value  on  an  individual* a  labor. 

This  sense  of  Jewish  noral  reaponaibility  to  faaily  faraara  haa  ita 
origins  in  traditions  and  teachings  that  view  land  both  aa  an 
agricultural  resource  and  an  instrument  through  which  society  can 
insure  social  Juatice.  Jewish  teachinga  enphaaisa  both  raaponaibla 
stewardship  of  tha  Earth's  reaourcea  and  tha  inportanca  of  preventing 
concentration  of  land  ownarahip.  In  abort,  tha  Jawiab  coanunity, 
despite  an  ovarwhelning  urban  orientation,  can  look  to  ita  Biblical 
theology  and  historical  experience  to  provide  forceful  argunanta  for 
active  involvement  in  land  and  agricultural  iaauea. 

Still,  most  Jews  are  not  touched  by  the  rural  criaia  in  their 
day-to-day  lives.  Regrettably,  many  of  ua  turned  our  attention  to  the 
situation  only  upon  hearing  reports  of  increaaing  anti-Semitic 
activities  in  rural  America.  Thoaa  raporta  ara  true,  and  our 
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co—imity  has  bagun  several  pro^SBs  to  sneoitraga  battar  undarstandlng 
batwaan  Jaws  and  non- Jewish  rural  Aaar leans.  Beginning  In  tlia  lata 
suoBsr  of  1985,  groups  Including  ay  own  Union  of  Aaarlcan  Hebrew 
Congregations,  the  Aaerlcan  Jewlah  Cni/ttaa,  the  Kanaaa  City  Jewlah 
Coanunlty  Relations  Bureau,  have  eatabllahad  prograns  Involving  direct 
Interaction  between  faraare  and  urban  Jawa,  atreaalng  our  aharad 
values  and  traditions,  and  helping  each  group  gain  a  Bore  accurate 
understanding  of  the  other.  David  Goldeteln  of  tha  Kanaaa  City  Jewlah 
Coanunlty  Relations  Bureau,  one  of  the  leaders  of  this  effort, 
explained  Jewish  Involvenent  this  way:  "Ve  are  a  compassionate  and 
caring  people.  Ve  should  care.  Ve  should  join  others  In  the 
Christian  conniunlty  who  are  already  Involved  and  recognize  our 
responsibility  to  help.  Ve  need  to  do  thla  because  of  our 
self-interest  and  because  we  are  huoMn  beings  who  will  not  sit  still 
while  others  suffer." 

Vhat  began  as  a  concern  about  antl-Seaitiaa  has  evolved  Into  a  vary 
real  concern- -not  only  about  faraara  and  rural  people  In  thla 
country- -but  also  about  the  lapact  of  the  continued  loss  of  faally 
famers  will  have  on  the  entire  nation. 

I  do  not  clain  to  be  an  expert  on  rural  and  farm  policy.  But  I  do 
know  that  many  faaily  famers  today  are  facing  an  acononic  and 
personal  crisis  because  they  alaply  do  not  receive  fair  value  for 
their  labor. 

Despite  a  strong  work  ethic  and  a  love  for  tha  land,  sanj  faraara 
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today  caimot  •am  a  decant  living  and  hundrade  of  thouaanda  ara  loaing 
their  farma  bacaiiaa  the  retuma  they  get  for  coHBoditlea  are  too 
low- -below  their  coat  of  production.  They  have  becoae  exploited 
workera,  unable  to  pay  their  billa  and  aupport  their  feailiea, 
regardless  of  their  hard  work,  expertiaa  and  detamination. 

Unless  we  aa  a  nation  are  willing  to  loae  forever  our  feaily-baaed 
system  of  agriculture,  and  to  hand  over  the  production  of  our  food 
supply  to  investors,  speculators  and  a  few  giant  corporations,  with 
all  the  raaifications  that  will  have  on  rural  Aaerica,  then  we  must 
redesign  our  federal  farm  policy  to  allow  farmera  to  receive  a  fair 
income  in  exchange  for  feeding  ua  and  milllona  more  around  the  world. 

The  Union  of  American  Hebrew  Congregations  aupporta  the 
Harkin/Gephardt  -Family  Farm  Act  of  1987."  Ve  believe  it  is  both  the 
fairest  and  the  best  way  to  raise  net  income  for  family  farmers --by 
significantly  raising  the  price  farmers  receive  for  their 
commodities- -from  the  marketplace,  not  from  government  aubsldy 
payments.  And  we  believe  the  system  for  limiting  production- -to  avoid 
current  levels  of  overproduction  and  to  reduce  federal  farm 
expenditures,  targeted  to  family  farmers- -is  necessary  and  fair. 
Though  producing  somewhat  less,  the  family  farmer  under 
Harkin/Geph&rdt  will  experience  a  aignif leant  gain  in  net  income, 
allowing  most  family  farmers  to  remain  on  the  land  and  to  begin  to 
repay  their  staggering  debts. 


In 


studying  this  issue  over  the  paat  year  or  ao,  I'va  beco 
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distressed  at  the  growing  pessimism  and  resignation  axhibitad  by  miaj 
in  positions  to  help.  The  feeling  seems  to  be  that  family  farmers  art 
a  doomed  breed,  that  it's  only  a  matter  of  time  bafore  thay  are 
extinct  and  America's  rural  communities ,  schools,  churches  and 
lifestyles  follow  them  into  oblivion. 

/The  thinking  seems  to  go  something  like  this:  *There  is  nothing  we 
can  do  to  stop  it,  but  decency  demands  that  we  at  least  discuss  how 
fast  we  want  to  let  it  happen." 

Ve  don't  accept  that.   If  America's  family  farmers  were  inefficient 
and  unable  to  produce  enough  food  to  supply  the  demand,  one  mig^t  aikt 
the  argument  that  the  land  be  turned  over  to  larger  producers  better 
able  to  maximize  production. 

That,  of  course,  is  exactly  the  opposite  of  the  situation  America's 
farmers  find  themselves  in. 

America's  family  farmers  are  the  most  efficient,  innovativa  and 
productive  in  the  world,  and  they  are  being  pxmishad  for  precisely 
that. 

It  doesn't  have  to  happen.  The  question  hare  is  not  who  Is  going  to 
produce  our  TV's,  cameras.  VCR's,  watches  and  other  non-essantlala. 
The  question  we  are  dealing  with  is:  Vho^  ls~  going  to  produca  our 
food? 
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ABftr lea's  foaily  faraars  da  a  ^^aat  job,  and  tfaay  daaarva  to  ba 
coapanaatad  ada<iuataly  for  lt--thalr  prlcaa  and  tfaalr  Incoaaa  ahould 
ba  eoaparabla  to  thoaa  of  tfaalr  fallow  Aaarleana,  not  to  famara  In 
Thailand,  Bras  11  or  China. 

Anarlca'a  famara  ara  tha  vlctlna  of  a  kind  of  aoclal  Darvlnlan  In 
which  wa  aay  It  la  avary  nan  and  woaan  for  thaaaalvaa  and  tha  onaa  who 
can  aurvlva  ara  tha  wlnnara.  Va  know  who  tha  wlnnara  will  ba,  and  tha 
paople  who  fata  tha  land  will  not  ba  tha  paopla  that  own  It.  That  la 
not  what  Anarlca  la  about.  Anarlca  la  about  aaall-unlt  fraa 
antarprlaa,  about  dacantrallsad  eoapatltlon  and  antrapranaurahlp , 
about  producing  aoaathlng  aoclaty  naada  and  balng  coapanaatad  fairly. 

This  axparlanca  has  cauaad  all  of  ua  Involvad  to  rathlnk  aany  of  our 
prevloua  notions.  Va  hava  found  auch  coaaon  ground  with  famara  and 
rural  Aaarleans:  Llka  Jawa,  faraars  ara  a  alnorlty  In  thla  country; 
and  llka  Jawa,  famara  hava  all  too  of  tan  baan  raducad  to  a  cultural 
staraotypa  which  daaaans  thaa  as  huaan  balngs. 

Tha  faraars  In  Aaarlca  ahould  ba  laportant  to  all  of  ua--as  tha 
producars  of  our  food  and  aa  our  brothars  and  slstars  who  daaarva  and 
naad  our  halp  during  thla  crisis. 

I  urga  this  coaalttaa  to  aupport  tha  Harkln/Gaphardt  Faally  Para  Act 
as  tha  only  option  now  on  tha  tabla  that  would  allow  Aaarlca' s  faally 
faraars  to  work  thalr  way  back  to  financial  haalth  and  prasarva  a  vary 
laportant  part  of  our  nation's  cultural  Idantlty. 
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Ve  must  not  turn  our  backs  on  f sally  f amors  and  tholr  valuablo 
contributions,  traditions  and  special  role  In  our  national  cultural 
fabric.   *  Staying  the  course"  under  the  current  fam  bill,  or  aerely 
tinkering  with  it,  vlll  not  stea  the  tide.  In  fact,  all  the  econoalc 
projections  I  have  seen  clearly  Indicate  that  the  current  program  will 
accelerate  the  collapse  of  rural  America.  Waiting  anothar  year  would 
be  the  sort  of  *benlgn  neglect"  that  would  have  a  devastating  effect 
on  all  America. 

Mr.  Chairman  and  members,  I  do  not  exaggerate  when  I  say  that,  to  a 
very  large  extent,  the  fate  of  rural  America  Is  In  your  hands.  I  hop* 
you  find  the  will  to  tackle  this  problem  now- -this  year.  For  tans  of 
thousands  of  farm  families  and  rural  merchants  across  our  land,  any 
later  will  be  too  late. 

With  the  Harkln/Gephardt  bill,  you  can  save  America's  family  farmers 
and  preserve  an  Important  part  of  our  culture  and  our  nation's 
economic  strength. 
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STAmODIT  Of 

BILL  STEW AET,  DiBBCTOB,  MQiOlf  4 

DITBRIIATIOIIAL  WKKM^  UmTED  AITIOIIOmily  AB108PAG1  ft 
AGRICULTURAL  UPLBMBlfT  WORKERS  OT  AMKRICA,  UAW 


SUBOOMMirTEB  ON  WHEAT,  80TBBA1IB  AND  FEED  QRADB 

comnrTBE  on  aqriculturr 

UA  HOUBE  Of  REPRB8ENTATIVBB 
MARCB  SI,  1M7 


Mr.  Chairmaiv  my  naiM  is  Bill  Stewart  I  am  tha  Diraetor  of  UAW  Ragion 

^    ^vith  headquarters  in  Chieago.    I  am  pleased  to  be  here  today  on  behalf  of  the  UAW 

^^  diseuss  the  erisis  in  Amerlean  agrieultiira  and  how  that  relates  direet^  to  the 

ii^mbership  of  our  union.    We  uif  e  tliis  Stibeommittee  to  aet  on  lagWation  that  will 

effectively  address  some  of  Ameriea*s  more  pressing  tutm  problems.     Our  strong 

recommendation  is  to  start  with  the  approval  of  the  propoeed  Family  Farm  Aet  (HJL 

1425).    Our  testimony  will  explain  why  we  taice  this  position. 

Mr.  Chairman,  we  are  here  today  beoause  we  as  a  nation  (Ssoe  an  eoohomie 
erisis  in  American  agriculture.  As  we  apeelc,  fami^  fkrms  are  dryfcig  up  and  withering 
away  just  as  surely  as  crops  dry  up  and  wither  away  in  a  brought.  The  tragedy  is 
well  documented  and  the  crisis  eontlnuea  The  same  kind  of  cr^Ung  eroalon  is  oeeurring 
in  our  industrial  base  generally.  But  our  testimony  eoncems  agriculture  and  how 
hardship  and  economic  dislocation  on  the  farms  cause  great  problems  for  many  industrial 
workers  as  welL 

It  is  a  crisis  when  the  total  fkrm  population  in  this  country  declines  by 
400,000  in  one  year. 

It  is  a  crisis  when  for  the  first  time  in  SS  years  during  three  months  in 
1986,  VS.  food  imports  exceeded  exports. 
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It  is  a  crisis  when  last  year  there  were  more  than  1S5  UJi.  bank  failures 
—  with  farm  banks  accounting  for  nearly  half  of  them  —  compared  with  only  10  fiaUures 
nattonwkle  in  1981. 

It  is  a  crisis  that  some  of  the  worst  hunger  in  America  in  the  past  few 
years  has  been  in  America's  bread  badcet. 

And  it  is  a  crisis  when  farmers  are  committfcig  suicide  in  hopes  that  the 
insurance  money  will  save  the  family  farm. 

It  is  time,  however,  to  stop  gathering  the  statistics  and  to  start  eonstrueting 
a  policy  that  will  allow  the  once  vibrant  farm  industry  to  flourish  once  again. 

Past  policies  stand  stark  in  their  failure.  Programs  have  failed  farmers^ 
industrial  workers,  farm  communities  and  less  developed  countries. 

"Chesp  grain"  policies  devastate  medhim-sised  farms  in  rural  eomnmiiitisa 
These  programs  —  which  were  implemented  through  the  Eisenhower  years  and  were 
revhred  by  Agricultural  Secretary  Earl  Butz  and  then  later  the  1985  farm  biU  —  slaA 
farm  support  prices  and,  in  turn,  the  prices  of  US,  fsrm  products.  The  theory  behind 
this  archaic  policy  is  that  US.  farmers  can  sell  more  of  their  products  domestical]^ 
and,  by  competing  with  foreign  competition,  boost  exports. 

The  reality,  however,  is  quite  different.  Following  the  1985  farm  biU  the 
total  value  of  the  country's  crops  plummeted  24  percent  last  year  to  $58  billion  from 
$76.7  billion  in  1985.  Those  hit  the  hardest  were  the  medium-sized  farms  ^  those 
family  farms  operated  by  people  who  work  the  soil  they  own. 

How  did  farm  income  drop  in  the  face  of  government  subsidies?  Taice 
the  example  of  corn.  In  1986  the  target  price  for  com  was  around  $3,  while  the 
support  loan  rate  was  $2.  Taxpayers,  under  the  Administratk>n  farm  biD,  subatdiwd 
far  mors  to  the  tune  of  $1  per  busheL  Yet  farmers  lost  money  on  every  bushel  produced 
because  it  cost,  on  average,  more  than  $3  to  produce  that  bushel  of  com. 
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When  ineoiM  drops  like  tMs,  bankruptelM  aoar.  b  Iowa  alom  last  year, 
bankruptcies  Jumped  13  pereent  eontrl>utinf  to  the  SKodui  of  30,000  people  from  the 
state.  This  bleak  eeonomie  picture  has  foroed  tkm!Q^  farmers  off  the  fSsnn  in  reeord 
numbers  as  the  rate  of  farm  banlcruptcy  quadrupled  from  1983  throiish  1985. 

The  plight  of  the  fkrmers  goes  beyond  the  rtiort  run  oaA  flow  loss.  Taiget 
price  programs  have  contrbuted  to  the  farm  debt  crisis  orer  the  years  as  ftrmers 
borrowed  against  tlwir  land  holdings  to  offset  declining  income  and  to  continue  farming. 
TraditionaUy,  farmers  have  depended  on  the  vahie  of  their  land  to  provkle  collateral 
for  loans.  As  the  value  of  land  has  fallen,  the  farmer  has  fSaced  inereasingly  devastating 
financial  woes.  From  1980  to  1985,  the  vahie  of  VS.  fSarm  real  estate^  land  and 
buildings,  fell  by  $73.5  billion.  In  kay  farm  states,  the  decline  is  even  more  dramatict 
Iowa  lost  $28.4  bQUon,  a  42.S  percent  decline;  and  Ohio  lost  $10.3  binion,  a  38.5  pereent 
decline.  It  is  estimated  tliat  35  percent  of  all  commercial  farms  are  either  no  longer 
economksaUy  viable  under  current  conditk>ns  or  have  debt  burden  that  win  sink  them 
unless  they  get  restructuring  help. 

The  very  nature  qt  these  debt  problems  q^eoks  to  the  (iaet  that  the  fSarm 
crisis  is  a  nattonal  crisis.  The  economic  trage<!iy  faced  l^  family  farmers  has  ^preed 
to  other  parts  of  the  economy.  With  neither  income  nor  collateral,  farmers  cannot 
purchase  farm  equipment.  During  the  past  six  years^  over  85,000  woilcers  in  the 
agricultural  implement  section  of  the  UAW  have  lost  their  Jdbs^  probably  forever.  This 
represents  a  62  pereent  decline.  Thousands  more  have  suffered  repeated  layoffs. 
Government  figures  for  all  woikers  in  the  industry  reflect  this  trend.  Employment  in 
the  farm  machinery  Industry  in  December  1988  was  only  35,800.  This  is  81,000  workers 
fewer  than  in  1979. 

Although  the  tailspin  decline  in  farm  equipment  sales  has  slowed  somewhat, 
the  outlook  remains  bleak  for  the  industry.  Unit  sales  in  1985  totaled  only  40  pereent 
of  those  reported  in  1979  and  have  fallen  23  percent  since  1982. 


Digitized  by 


Google 


682 


Bach  time  a  farmer  loaes  his/her  livelihood  and  eaeh  time  a  farm  it  eold 
it  means  fewer  customers  for  the  products  of  our  factories.  It  also  means  nuuiBf  ossd 
tractors^  trucks  and  other  equipment  will  be  put  on  the  market  dspressing  an  akeadlf 
severely  depressed  agricultural  implement  industry. 

Lenders  are  affected  as  farmers  cannot  meet  their  loan  payments.  The 
total  unooUectable  debt  has  been  estimated  to  range  between  $SS  and  $50  bHUoa. 
Farm  communities  suffer  as  retail  sales  fall  and  customers  cannot  pay  on  their  accounts. 

The  decline  in  export  trade  has  been  and  wiU  continue  to  be  one  of  tbs 
principal  causes  of  the  farm  crisis.  It  will  continue  to  force  prices  lower  and  witli 
them  land  values,  farm  incomes  and  the  fortunes  of  farm  equipment  makers^  chemiesl 
companies,  fertilizer  manufacturers,  transportation  companies  and  an  array  of  othar 
businesses  that  rdy  on  the  purchasing  ability  of  farmers  and  ranchers. 

According  to  tlie  Labor  Department  one  in  every  five  American  joba  ii 
tied  to  the  production,  distrlMition  and  purchasing  of  food  and  fbera. 

According  to  Earl  Stennis,  Professor  of  Agricultural  Boonomies  at 
Mississ^i  State  University,  an  additk>nal  60,000  nonfarm  Jobs  are  created  with  eaeh 
one  billion  in  sales.  He  has  also  concluded  that  for  each  one  billion  dollars  worth  of 
farm  exports  as  many  as  35,000  direct  agricultural  Jobs  are  created.  A  eontkiasd 
decline  in  exports  of  farm  commodities  will  have  devastating  consequenees. 

The  tragedy  extends  beyond  our  borders.  The  economic  dynamic  created 
by  these  "cheap  grain"  policies  devastate  the  agricultural  sectors  of  many  eountrlas 
—  particularly  the  most  vulnerable  less  developed  economies.  The  United  States  sets 
tlie  stage  for  the  agricultural  market  —  as  our  prices  go^  so  go  the  world's  priossi 
The  k>wer  prices  set  by  these  policies  are  often  below  the  coat  of  production. 

Thailand,  for  example,  is  second  only  to  the  UJB.  in  the  eiport  of  rtoSb 
Most  of  that  country's  four  million  farmers  earn  a  living  growing  riee  which  also 
accounts  for  15  percent  of  Thailand's  exports.   A  $60  million  drop  in  Thailand's  fbretgn 
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earnings  resulted  from  the  deliberate  price  cut  of  rloe  by  the  United  States.  VS. 
taxpayers  are,  in  effect,  subsidizing  not  only  the  bankruptcy  of  Thai  farmersi  but  the 
inability  of  the  Thai  government  to  service  its  foreign  debt.  Meanwhile,  the  American 
fSarming  industry  remains  in  crisis. 

The  situation  is  not  hopeless.  Constructive  policies  can  be  initiated  by 
the  federal  government  to  deal  with  this  crisis.  The  need  for  action,  however,  is 
immediate.  Current  farm  policies  vastty  increase  the  probability  of  massive  banicruptcies 
among  world  farmers,  speed  the  shift  away  from  the  family  farm  toward  concentration 
in  a  relative  handful  of  corporate  giants,  feed  the  current  debt  crisis  home  and  abroad, 
and  postpone  indefinitely  a  recovery  in  the  long  depressed  agricultural  implement 
industry. 

In  this  time  of  crisis,  we  must  consider  alternatives  to  the  current  failed 
policies.  H.R.  1425,  the  proposed  Family  Farm  Act,  is  such  an  alternative.  The  UAW 
stands  proudly  with  farm  families  and  farming  communities  in  support  of  this  legislation. 

The  Food  and  Agricultural  Policy  Research  Institute  (FAPRI)  at  Iowa  State 
University  and  the  University  of  Missouri  estimates  that  cuttfcig  crop  production,  to  a 
more  reasonable  level  as  the  Family  Farm  Act  proposes  to  do^  will  increase  average 
farm  income  by  70  percent  over  the  next  ten  years. 

With  the  end  of  federal  farm  subsidies  taxpayers  can  expect  to  save  $72.3 
billion  over  the  next  eight  years  under  this  program.  These  are  tax  monies  that  can 
be  spent  on  effective  social  programs. 

Higher  commodity  prices  may  mean  higher  prices  for  consumers  at  the 
check-out  counter.  But  the  Family  Farm  Act  would  help  protect  the  poor  from  price 
increases  through  its  provisions  for  doubling  the  funds  available  for  food  assistance. 

American  unions  understand  that  we  must  have  commodity  prices  that  are 
high  enough  to  sustain  American  farmers.  We  know  that  U.S.  consumers  now  pay  a 
smaller  percentage  of  their  total  income  for  food  than  anyone  else   in  the  world. 
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Finally,  allowing  farm  policy  to  continue  on  its  current  path  would  be  even  more  costly. 
Billions  in  public  ftinds  are  spent  on  buying  and  storing  surplus  commodities  and  providing 
farm  subsidies.  Social  service  spending  to  aid  farm  families  facing  economic  difficultlas 
brought  about  by  the  crisis  should  also  be  talcen  into  account. 

H.R.  1425  also  provides  mechanisms  by  which  the  farm  d^t  crisis  can  be 
addressed.  Debt  mediation  and  restructuring  will  ensble  many  farmers  to  stay  on  their 
lands  until  they  can  recover  financially.  As  the  farm  economy  recovers,  land  values 
will  increase  as  well. 

Mr.  Chairman,  we  have  appreciated  the  opportunity  to  be  with  yoa  to 
share  the  views  of  the  UAW  on  the  farm  crisis  in  our  country  today  and  to  endorss 
H.R.  1425,  the  proposed  Family  Farm  Act.  We  urge  yoa  to  act  without  delay  to  desl 
with  the  depression  conditions  existing  today  in  American  agriculture.    Thanlc  you. 
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STATEMENT  OF  THE  AMERICAN  FARM  BUREAU  FEDERATION 

BEFORE  THE  HOUSE  COMMITTEE  ON  AGRICULTURE 

SUBCOMMITTEE  ON  VtRZAt      SOYBEANS  AND  PEED  GRAINS 

REGARDING  MANDATORY  PRODUCTION  CONTROLS 

Pr«8«nted  by  Richard  IkatrujiVr  President 
South  DAkota  FaJTin  Bureau  Federation 

March  31,  1987 


Mr.  Chairman,  thank  you  for  tha  opportunity  to  prasant  the 
vlatra  of  the  Aaarican  Fara  Bureau  Federation  regarding  mandatory 
production  controls.  My  name  is  Richard  Bkstrum.   I  am  President  of 
the  Sout^i  Dakota  Farm  Bureau  Federation  and  a  farmer  from  Kimball, 
South  Dakota   I  am  alio  a  member  of  the  Board  of  Directors  of  the 
AfiLer  can  Farm  Bureau  Federation  which  is  the  nation's  largest  general 
farm  organ  lat  on 

Farm  Bureau  beliefs  are  founded  on  a  commitment  to  freedom  and 
opportunity  for  individuals.  Farm  Bureau  policy,  developed  by  members 
at  the  county,  itate  and  national  levels,  expresses  this  fundamental 
belief  in  policy  which  states i 

"America's  unparalleled  progress  is  based  on  freedom 
and  dignity  of  the  individual  sustained  by  basic  moral  and 
religious  concepts. 

Economic  process,  cultural  advancement,  ethical  and 
religious  principles  flourish  best  where  people  are  free, 
responsible  Individuals. 

Individual  freedom  and  opportunity  must  not  be  sacrificed 
in  a  quest  for  guaranteed  'security*." 

Farm  Bureau  strongly  opposes  the  adoption  of  mandatory  production 
controls  for  wheat,  feed  grains,  soybeans  and  other  major  agricultural 
commodities  because  such  a  program  is  in  conflict  with  this  most  basic 
expression  of  our  beliefs  regarding  economic  progreaa   Our  policy 
specifically  states   *Ne  are  strongly  opposed  to  any  type  of 
mandatory  production  acreage  control  or  ntarketing  quotas.   Programs 
that  require  mandatory  production  or  marketing  controls  will  destroy 
farm  exports." 

Our  opposition  to  mandatory  production  controls  is  rooted  in  our 
belief  that  governmefit  is  unable  to  dictate  the  optimum  allocation 
of  reaourcea  and  productivity  for  Amer  can  agriculture.  Ae  farm 
producers  we  resent  the  implication  nherant  to  mandatory  control 
programs  that  government  is  better  able  to  respond  to  market 
conditions  than  individuals  who  produce  for  that  market. 

We  believe  that  farmers  should  retain  their  ab  1  ty  to  respond  to 
market  signals  and  their  freedom  to  determine  the  best  strategy  for 
production,  marketing  and  use  of  their  capital,  labor  and  property. 
It  would  be  tempting  to  end  my  statement  at  this  point,  but  we  believe 
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that  we  must  respond  to  positions  that  have  been  presented  to  you  in 
support  of  the  nandatory  production  control  proposals. 

Before  addressing  the  specific  issues  regarding  nari^atory 
production  controls,  I  believe  it  is  necesBary  to  t^LL  you  vbat  Far* 
Bureau  supports  n  agricultural  policy.   Pans  Bureau  supported  the 

985  farm  bill  to  provide  protection  of  producer  incotte,  export  suirket 
coiapet  t  venesa  and  voluntary  stocfcA  reduction  prograaa.  These 
three  ma  o  ob  ectives  of  doaiestic  agricultural  policy  are  the  goals 
necessary  to  focus  on  the  problems  that  face  farmers. 

For  the  eost  part,  we  believe  the  ?ood  Security  Act  of  1985  is 
working  and  should  be  allowed  to  function  as  designed  rather  than 
proposing  drastic  changes  during  the  first  marketing  year  in   which 
it  is  in  effect.   It  is  ieportant  to  note  that  the  1985  fam  bill 
did  not  create  the  problena  Faclog  many  farmers  today.  Given  the  ties 
ve  believe  i  will  work   The  cuaulative  effect  of  past  fare  policy 
cannot  be  reversed  ineediately. 

Probleas  continue  for  oiany  farmers,  but  the  answer  to  those 
problems  is  not  a  revamping  of  the  farm  bill  and  adding  more 
government  policy  uncertainty  to  farmer  decision  suiking  here  at 
planting  time. 

Farm  Bureau  stands  ready  work  with  the  100th  Congress  on  a 
bipartisan  basis  to  improve  conditions  and  income  for  farmers  by 
dealing  with  larm  pol  cy,  agricultural  credit  and  international  trade 
issues.  We  must  keep  the  financial  problems  of  OAtiy   faraiera  separate 
from  farm  policy.   He  urge  Congress  not  to  be  tempted  by  the 
simplistic  solution  proposed  by  proponents  of  roandatory  production 
controls  which  do  not  address  the  complexity  of  financial  problems 
facing  many  farmers  today. 

Several  recent  studies  clearly  indicate  that  the  maodatory 
production  control  approach  simply  will  not  work.   Such  a  proposal  is 
doomed  tn  fail.   It  would!  cripple  the  American  farming  system  as  we 
know  it  due  to  the  negative  impact  on  livestock  producers  and  the 
serious  restriction  of  U.S.  agriculture's  ability  to  compete  in  world 
markets.  Please  allow  me  to  elaborate  our  opposition  to  the  specific 
issues  involved  in  mandatory  control  programs  on  a  point  by  point 
basis. 

1}      tncoifte  of  prograjB  Crop  Producers,  Mandatory  control  programs 
are  predicated  on  the  idea  that  farm  income  will  be  Increased  through 
parity  baaed  prices  higher  than  current  Aarket  prices^   In  order  to 
auatain  increased  net  farm  income  under  such  a  proposal,  one  must 
assume  that  conmodity  users  will  continue  to  purchase  our  production 
at  higher  prices.  This  ignores  the  ability  of  livestock  producers 
and  export  markets  to  substitute  other  products  for  traditional  feed 
stocks  and  food  commodities.   In  addition  to  substitute  products p 
other  suppliers  will  be  sought  regardless  of  import  restrictions 
and  smrketing  limitations.  The  economic  incentive  to  circumvent  the 
program  is  large  enough  that  suppliers  and  consumers  would  be  forced 
to  seek  alternatives. 
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2>   LiveatQck  Producer  impact.  All  analyses  show  the  livestock 
segment  of  the  farm  economy  suffering  sevete  reductLioms  as  a  result  of 
the  luandatory  control  proposals.   Livestock  and  poultry  producers  will 
face  higher  feed  costs  and  increased  competition  as  grain  producers 
expand  livestock  feeding  to  utilise  their  overproduction   This 
shrinking  of  the  already  declining  red  meat  industry  will  result 
in   accelerated  exit  from  agriculture  of  large  numbers  of  livestock 
producers  since  meat  producers  can  not  pass  on  higher  input  costs  to 
consumers   Th  s  is  clearly  an  example  of  the  negative  consequences 
on  one  ssgment  of  agriculture  aa  a  result  of  attempts  to  increase  the 
benefits  of  program  crop  producers. 

3)  Referendum.  Proponents  of  mandatory  controls  have  promoted 
the  idea  that  such  proposals  would  not  take  effect  unless  approved  by 
producers  in  a  referendum  process «  Three  serious  problems  exist  with 
the  referendum  concept. 

First,  it  does  not  allow  all  producers  or  individuals  who  are 
impacted  by  mandatory  controls  an  opportunity  to  vote.   If  livestock 
producers,  nonprogram  crop  producers,  and  agricultural  input  suppliers 
were  allowed  to  vote  in  the  referendum,  a  more  balanced  response 
would  be  attained.  Bach  of  these  groups  has  a  major  interest  in  this 
program. 

Second,  chaos  would  result  if  producers  of  one  commodity  voted 
to  impose  mandatory  production  controls  while  related  industries 
rejected  them.  The  cross  commod  ty  nteraction  that  normally  occurs 
in  the  marketplace  would  be  completely  disrupted. 

Third,  our  representative  form  of  government  does  not  provide 
individuals  the  right  to  determine  the  level  of  direct  government 
support  through  the  referendum  process   We  believe  our  Constitution 
provides  representat  ve  adoption  of  public  policy  rather  than  popular 
referenda  for  good  reason   It  would  not  be  reasonable  to  extend  a 
referendum  to  recipients  of  Social  Security  or  welfare,  for  example 
to  determine  the  level  of  benefits  distributed  through  those  programs 
and  neither  should  agricultural  benefits  be  determined  in  this  manner. 
Those  paying  ever  higher  social  security  taxes  would  probably  like  to 
vote  too. 

4)  Trade  Implications,  Mandatory  production  control  proposals 
rely  on  extremely  costly  export  subsidies  or  export  cartel 
arrangements.   &oth  of  these  ideas  would  prove  disastrous  for  American 
agriculture  and  world  trade. 

Export  subsidies  would  not  only  cost  $9-10  billion  annually  and, 
thus,  make  controls  at  least  as  costly  as  the  current  program,  but 
would  also  create  a  contraction  of  world  trade  and  would  elicit 
protectionist  responses  as  well  as  increased  use  of  export  subsidies 
by  other  nations. 

The  use  of  subsidies  coupled  with  the  restrictive  trade  barriers 
that  would  need  to  be  erected  in  order  to  keep  coomMdities  from 
other  nations  out  of  the  United  States  would  trigger  trade  wars  and 
restrictive  trade  policies  that  would  only  limit  opportunities  for 
U.S.  agricultural  exports.  In  all  likelihood  this  would  lead  to 
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completely  protectionist  trade  policies  for  all  products.  This 
reversal  in  the  U.S.  comitaent  to  expanding  autoally  advantageous 
foras  of  trade  would  result  irt  worldwide  econonic  recession  or 
depression. 

AS  AJ]  alternative  to  export  subsidies  and  isport  barriers p 
proponenta  ot   oandatory  control*  have  pirop08«d  the  use  of  oosHiodity 
cartel  agreeQer^ts   Such  cartels  have  t^ever  been  successftiL  in  th« 
past   Hhile  att«Bptiag  to  make  cartels  work,  the  largest  producer 
in  a.   cart«l  «ust  curtail  output  in  order  to  entice  smaller  producers 
to  remain  act  ve  part  cl pant a  In  the  cartel   The  O.S   as  the  major 
supp  ier  of  aqr  cultural  exports,  vould  need  to  drop  Hh  mark*-  ^narea 
to  very  low  levels.  Cartels  are  defined  a a  an  unfair  trade  practice 
in  nost  current  versions  of  oanibus  trade  leg  slatlon.  Oar  coapeting 
export  oat 1 Oft s  recognise  that  cartels  would  be  to  their  advantage  aad 
have  proposed  this  Idea  for  years  predicated  on  restr  cted  levels  of 
US     expufta.   AaerLcan  agricultural  exports  would  wither  to  oothing 
under  such  a  proposal.   Farmers  would  find  theataelvea  io  the  poaitioa 
of  Saudla  firabia  that  has  cut  its  o  1  output  fron  over  10  to  juet  over 
2  Billion  barrels  a  day  trying  to  prop  us  world  oil  prices. 

5)   Carryover  Supplies^   Recent  analyaea  of  aandatory  control 
proposal i^ave  projected  that  they  would  achieve  no  reduction  in 
our  current  burden aone  carryover  stock  levels,  Agricultural  prices, 
under  market  conditions,  simply  canaot  respond  in  a  positive  fashion 

unleaa  carryover  stocks  are  reduced. 

The  claim  that  producers  under  a  sHindatory  control  proposal 
will  receive  their  incoie  fron  the  marketplace  is  inaccurate  given 
continuation  of  carryover  stocks  at  current  levels.  Adoption  of  a 
mandatory  control  law  will  not  repeal  the  most  basic  economic  law 
which  rel  ea  on  aupply  and  demand  to  set  prices^.  Hith  continuation  of 
large  carryover  atocka  the  prices  guaranteed  under  mandatory  control 
programs  can  never  be  achieved  in  the  marketplace. 

(I   Waxi mum  Acreage  Redaction  Regujrementa.   Current  versions  of 
mandatory  control  programs  "propoie  that  no  farmer  will  need  to  sot 
aside  more  than  35  percent  of  his  acreage.  Recent  studies  show  that 
this  is  grossly  insufficient  to  reduce  carryover  supplies.   It  would 
be  particularly  ineffective  if  domestic  users  and  foreign  buyers 
reduce  consumptiofi  through  use  of  substitute  products  and  expandod 
purchases  from  other  suppliers. 

Therefore,  a  mandatory  control  program  with  a  3S  percent  limit 
would  become  much  more  costly  than  projected,  or  through  legislntiem 
asandmant  the  maximum  set-aside  requiresMnt  would  have  to  be  raieod 
to  I eve I a  that  would  be  necessary  to  balance  supply  and  demand,  no 
project  those  levels  to  be  ti  the  range  of  SO  to  7S  percent  acrmngo 
reduction  which  would  devastate  agriculture  and  the  economic 
infrastructure  which  supports  it. 


7)  Budget  Impact.  The  high  cost  of  the  export  subsidies 
to  move  the  excess  production  into  trade  channels  runs  the  cost  of 
SHindatory  controls  beyond  the  cost  of  the  present  program,  thin  tbna 
caused  the  proponents  of  controls  to  chase  after  thn  idea  of  faming 
an  export  cartel. 
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8)  Young  Far«er  Impact.  On«  of  the  key^  considerations  that  never 
gets  discussed  is  that  the  ultimate  cost  ot   allotiaents  and  quotas 
tfould  becone  input  costs  to  thoae  young  people  trying  to  get 
started  in  farming.  This  added  coat  would  render  their  production 
uncompetitive  relative  to  those  who  were  blesaed  with  a  government 
issued  franchise  to  produce  and  «ell   Farming  needs  good  young 
producers  Ln  ord&r  to  maintain  its  vitality. 

9)  gxainpleii  of  Similar  Programa.   AjRerlcan  agriculture  has  never 
adopted  a  maMatory  control  program  exactly  like  that  proposed  by 
Senator  Harkin.   There  are  examples  o5  similar  programs  in  effect 

in  U.S.  hiatory  and  in  other  natloHB.   Sone  have  been  particularly 
successful.   During  the  1950  t  artdl  60 *s  restrictive  agricultural 
programs  in  the  United  State«  resulted  in  excessively  high  carryover 
stocks,  reduced  participation  in  «fcirld  trade  and  a  decline  in  the 
number  of  family  faraa  from  nearly  6  million  to  leas  than  3  million, 
this  experiment  In  government  planning  could  hardly  be  called  a 
successful  program  ot  oos  deaigned  to  «ave  Caally  farms 

Another  example  that  should  be  evaluated  is  the  European 
Community's  Common  Agricultural  Policy.  Such  a  progr^oip  providing 
high  domestic  prices  and  oiaflsive  export  subsidies f  has  been  extremely 
costly  to  economic  grovtb  and  higher  living  standards  in  the  zuropean 
Community,  has  resulted  In  excessive  levels  of  carryover  stocks  and 
has  worsened  trade  problems  between  the  Community  and  other  competing 
export  nations  including  the  United  States. 

It  is  interesting  to  note  that  the  European  policy  on  dairy  has 
attempted  to  address  its  problems  by  lljniting  dairy  output  per  farmer. 
However,  political  pressure  is  such  that  supply  and  demand  balance 
has  not  been  restored.   Surplus  dairy  production  has  only  been  reduced 
from  125  percent  of  consumption  to  114  percent.   This  exatnple  is 
indicative  of  the  ptoblema  associated  with  giving  government  the 
authority  to  determine  production,  price  and  consumption  levels. 

In  conclusion.   Farm  Bureau  views  the  adoption  of  [aandatory 
controls  as  a  disastrous  policy  for  program  crop  producers  livestock 
producers,  nonprogram  crop  producers,,  young  farmers  and  ranchers, 
agricultaral  exports  and  the  economy  as  a  whole   This  kind  of 
program  has  been  attempted  and  has  never  been  successful.  Such  a 
proposal  violates  too  many  basic  economic  principles  to  succeed. 

I  am  surprised  that  the  proponents  of  mandatory  production 
controls  generally  have  been  those  who  have  been  the  most  critical  of 
U.S.  government  handling  of  agricultural  pol  cy  under  both  Democratic 
and  Republ  can  admin  strations   I  do  not  understand  hov  those  people 
who  have  repeatedly  cr  ticised  government  management  of  agricultural 
programs  can  now  propose  to  Increase  the  governmental  power  to 
intercede  in  the  marketplace  after  bas  ng  so  many  arguments  upon 
mismanagement.   It  seems  illogical  that  the  response  to  poorly  managed 
government  programs  in  the  past  should  be  to  increase  the  government 
power  to  intervene  in  agriculture  on  such  a  grand  scale 

Proponents  of  mandatory  production  controls  offer  the  enticing 
lure  of  higher  prices  as  a  means  of  achieving  greater  farm  income. 
Farm  Bureau  believes  that  the  benefits  of  this  program  are  an 
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illasioa.  Th«  reality  is  that  Aaarican  faraars  would  suffar 
irraparably  fron  tha  adoption  of  mandatory  production  controls.  «•  do 
not  succuab  to  tha  aiapliatic  allura  of  tha  proaisa  of  blghar  prioM 
and  aandatory  production  controls  as  tha  aolution  to  problaas  facing 
many  farners.  Only  through  carefully  constructed  prograaa  which  alloi 
market  forces  to  send  signals  to  producers  and  reduce  the  burdeasoM 
levels  of  carryover  stocks  will  American  agriculture  prosper, 
we  believe  that  the  current  farm  bill  provides  the  right  general 
direction  and,  although  imperfect,  should  be  maintained  as  tha 
direction  of  agricultural  policy  for  tha  remainder  of  the  1980 's. 

Thank  you  for  the  opportunity  to  testify  today.  I  would  be  glad 
to  respond  to  questions. 
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STATEMENT  OF  NATIONAL  GRAIN  SORGHUM  PRODUCERS  ASSOCIATION 
Presented  by  Richard  H.   Perry,  Vice  President  for  Legislation 

Mr.   Chairman  and  Members  of  the  Committee,   1  am  Richard  H.   Perry 
of  Robstown.  Texas.     I  am  a  farmer  and  general  manager  of  a  country 
grain  elevator.     I  am  Legislative  Vice  President  of  National  Grain  Sorghum 
Producers  Association.     With  me  is  Elbert  Harp,  Executive  Director  of  the 
association  and  Paul  Underwood,  President,  and  Colin  Petersen,   Vice 
President  of  the  Nebraska  Grain  Sorghum  Producers  Association. 

We  know  you  are  concerned  about  the  plight  of  the  nation's  feed  grain 
producers  auid  we  appreciate  the  invitation  to  speak  to  your  committee. 

We  came  here  today  to  ask  you  to  change  the  Government  Feed  Grain 
Program.     The  current  program  is  not  working.     It  will  not  work;  it  cannot 
work  and  the  longer  we  wait,  the  greater  our  losses  will  be.     The  program 
is  too  costly.     Export  sales  are  dropping  and  surplus  stocks  are  growing. 
The  average  Texas  farmer— not  just  the  inefficient — the  average  farmer  is 
losing  more  than  $25  per  acre  each  year  on  sorghum  production.      That 
estimate  is  based  on  the  current  farm  program  before  any  Gramm-Rudman- 
Hollings  reductions  and  without  the  10%  target  price  reduction  proposed  by 
the  Administration.     It  has  been  estimated  that  165  American  farmers  are 
going  out  of  business  every  day.     Those  who  are  left,  are  seeing  their  net 
worth  steadily  decrease  in  spite  of  their  hard  work  and  good  management. 

A  recent  study^  by  the  Department  of  Agricultural  Economics  of  Texas 
Tech  University  in  Lubbock,  Texas  states  that,  even  with  participation  in 
the  Government  program.   "Corn,   soybeans,   and  sorghum  are  below  break- 
even prices  in  all  regions,"  of  Texas.     This  study  also  points  out  that 
even  these  assumptions  are  based  upon  the  1987  program  and  any  downward 
price  adjustments,   such  as  Gramm-Rudman- Hollings  deficit  reduction 
measures,   would  worsen  the  situation. 

Budget  Projections^  for  the  Texas  South  Plains  in  1987,   published  by 
the  Texas  Agricultural  Extension  Service,   estimates  net  losses  of  $44.40 
per  acre  on  dryland  sorghum,   $27.25  on  irrigated  sorghum  and  $76.75  on 
irrigated  corn.      This  Texas  South  Plains  region  is  one  of  the  major  sorghum 
and  corn  production  regions  of  the  nation  and  typical  of  much  of  the 
nationad  production. 
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The  basic  premise  of  the  Food  Security  Act  of  1985  is  that  lower 
prices  will  make  U.  S.   grain  competitive  and  that  we  will  regain  our  share 
of  world  markets.     USDA's  January  1987  export  report^  projects  that  corn 
export  prices  will  drop  from  $106  per  ton  in  FY  1986  to  $75  per  ton  in  FY 
'87  and  that  corn  export  volume  will  drop  from  31  million  tons  in  *86  to  28 
million  tons  in  '87.     This  is  a  30%  reduction  in  price  multiplied  by  a  10% 
reduction  in  volume  for  a  total  loss  in  export  value  of  about  35%.   The  sane 
report  projects  that  sorghum  export  volume  will  increase  about  8%  but  that 
prices  will  decrease  by  32%  for  a  loss  in  export  value  of  about  26%. 

Even  if  the  program  does  restore  U.  S.  export  volume  to  its  former 
level,  we  have  enough  carryover  stocks  on  hand  to  fill  those  exports  for 
the  next  three  years. 

The  Grain  Sorghum  Promotion  Federation  has  spent  the  past  year 
analysing  world  feed  grain  market  and  production  regions.     Based  on  this 
study,  we  believe  it  is  impossible  for  the  U.S.   to  undersell  some  of  the 
other  grain  producing  countries.     A  Sorghum  Federation  market  survey 
team  returned  from  South  America  just  last  week.     They  reported  that 
Argentine  sorghum  producers  can  break  even  delivering  grain  to  the  port 
for  $35  per  ton— about  half  the  current  export  price  of  U.  S.   sorghum. 

As  I  stated  in  the  beginning,  the  current  program  is  not  working.     It 
will  not  work.     It  cannot  work.     We  came  here  today  to  propose  a  program 
which  will  work.     It  will  maintain  our  share  of  the  world  market,   reduce 
government  cost  and  allow  grain  producers  to  make  a  profit  on  their  labor 
and  investment. 

We  call  our  program  a  Market  Oriented  Production  Plan  because  it  is  a 
program  which  allows  grain  farmers  to  produce  for  the  market.     U.  S. 
sorghum  farmers  want  .to  produce  all  they  can  sell— and  no  more.     They 
don't  expect  a  guarantee  that  they  will  not  lose  money  in  their  farming 
operation  but  they  do  want  an  opportunity  to  make  a  profit.     This  program 
will  give  them  that  opportunity. 
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A  MARKET-ORIENTED  PRODUCTION  PLAN  FOR  GRAIN 
Developed  by  National  Grain  Sorghum  Producers  Association 

>    assure    maximum    grain    sales    while    balancing    U.    S.    production    with    the 
mand,  the  U.  S.  Secretary  of  Agriculture  shall: 

Maintain  the  traditional  share  (5-year  average)  of  world  markets  for  U.  S. 
grains  by  using  Export  Incentive  Certificates  and  any  other  tools  which 
may  be  available,  to  keep  U.  S.  grains  competitive  and  by  full  use  of  GSM 
credit  programs  and  other  incentives  to  assure  sales. 

Pursue  a  GATT  treaty  that  will  allow  a  fair  trade  policy  for  U.  S.  grains 
while  encouraging  reduced  production  in  other  countries. 

Implement  a  program  that  will  restrict  U.  S.  production  to  the  amount 
necessary  to  supply  the  domestic  and  export  market  for  U.  S.  grains  while 
maintaining  an  adequate  reserve  which  shall  not  exceed  16%  of  the  average 
annual  consximption  (domestic  and  export). 

Restore  U.  S.  grain  production  to  a  profitable  and  healthy  economic 
industry.  Loan  rates  will  be  set  at  70%  of  parity  or  the  full  cost  of 
production,  whichever  is  higher. 

Restrict  imports  of  grain  or  grain  by-products  and  livestock,  meat,  dairy 
and  poultry  products  to  current  import  volume  levels  or  at  prices  which 
reflect  grain  prices  at  70%  of  parity. 

EXPORT  INCENTIVES 

cport   Incentive   Certificates   will   be   paid   to   the  extent  necessary  to  maintain 
e  U.   S.   pro  rata  share  of  world  markets  (based  on  a  5-year  average). 

An  export  quota  will  be  set  for  each  month  for  each  commodity. 

Foreign  buyers  who  register  purchases  prior  to  the  filling  of  the  monthly 
quota  wiU  receive  Export  Incentive  Certificates  ("first  come  -  first  served" 
basis). 

Export  Incentive  Certificates  will  be  paid  to  the  foreign  buyer  but  may  be 
applied  to  the  buyer's  account  with  the  exporter  to  be  used  for  purchase 
of  U.  S.  commodities  only. 

Export  Incentive  Certificates  will  be  generic  instead  of  commodity  specific. 

Export  Incentive  Certificates  will  be  transferrable  and  will  expire  one  year 
from  the  date  of  issue. 

Export  Incentive  Certificates  will  be  issued  in  dollar  values  in  amounts 
equal  to  the  difference  in  world  market  prices  and  the  U.  S.  FOB-vessel 
price  as  adjusted  to  the  respective  port. 

The  issue  value  of  Export  Incentive  Certificates  will  be  set  daily  according 
to  certificate  value  the  preceding  day  plus  or  minus  a  factor  determined  by 
averaging  the  Chicago  Board  of  Trade,  Merchantile  Exchange  and/or  other 
grain  exchanges  reflecting  grain  prices. 
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H.  The  U.  S.  Secretary  of  Agriculture  shall  make  other  adjustments  in 
the  daily  certificate  rates  to  assure  expected  levels  of  export.  Any 
changes  shall  be  announced  prior  to  the  day  of  transactions  to  which 
they  shall  apply. 

PRODUCTION  RESTRICTIONS 

Production  shall  be  limited  by  the  U.  S.  Secretary  of  Agriculture  to  the  toul 
acreage  necessary  to  produce  the  volume  of  grain  required  to  fill  domestic  and 
export  markets  while  reducing  carryover  stocks  to  manageable  and  adequate 
reserves.  These  reserves  shall  be  limited  to  amounts  adequate  to  meet 
emergency  needs  but  shall  not  exceed  16%  of  the  average  annual  consximption. 
Research  has  shown  that  reserves  greater  than  16%  (two  month's  supply)  of 
average  annual  consumption  will  depress  prices. 

Surplus  stocks  have  accumulated  over  a  period  of  several  years  and  will 
probably  require  an  even  longer  period  to  reduce. 

A.  A  national  acreage  quota  will  be  set  at  levels  to  restrict  production  to 
actual  market  needs  while  maintaining  necessary  reserves.  The  national 
quota  will  be  expressed  as  the  percentage  (%)  of  the  total  national  base  for 
that  grain. 

B.  Each  farm  with  a  grain  base  will  be  allocated  its  pro  rata  share  (%)  of  the 
farm  base  for  that  grain.  The  farm  quota  percentage  will  be  the  same  m 
the  national  quota  percentage. 

C.  The  difference  in  the  farm  base  acreage  and  the  farm  quota  will  be  held  in 
"set-aside"  according  to  the  prescribed  regulations. 

D.  If  the  required  set-aside  exceeds  35%,  the  Secretary  shall  authorise  a  paid 
diversion  program. 

E.  Grazing  will  be  allowed  on  set-aside  acres  as  under  the  current  program. 

E.  Set-aside  acres  must  be  rotated  each  year.  The  same  land  may  not  be 
counted  as  set-aside  more  frequently  than  every  third  year  except: 

1.  If  total  set-aside  for  three  years  exceeds  100%  of  the  base,  or 

2.  Acreages  are  enrolled  in  multi-year  conservation  programs.  In  thia 
case,  acreages  will  be  adjusted  to  assure  that  the  farm's  production 
will  be  reduced  as  much  as  if  the  required  amount  of  average,  or 
better,  land  was  set  aside. 

DOMESTIC  TRANSITION 

To  allow  an  orderly  transition,  current  government  stocks  will  be  released 
systematically  until  they  reach  the  pre-determined  reserve  level. 

A.  The  price  of  grain  released  from  government  stocks  will  be  set  at  acq\ii- 
sition  cost  plus  carrying  costs. 

B.  The  volume  released  monthly  to  domestic  consumers  only,  will  be  approxi- 
mately equal  to  the  domestic  requirements. 
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C.  During    the   transition   period,    farm  income   will   be   protected   with   a   loan 
rate  for  new  grain. 

D.  The   transition   period   will  allow  livestock  feeders  and  domestic  users  time 
to  adjust  grain  purchases  and  other  business  transactions. 


cosnr    "TO    "the    co\/ERNiviENnr 


CURRENT  PROGRAM  1987 

NCSPA  PLAN  1988 

Estimated  Subsidy* 

Export  Subsidy* 

$  Billion 

$  Billion 

CORN 

7.25 

1.811 

SORGHUM 

.72 

.26 

WHEAT 

2.76 

2.06 

*Does  not  include  storage  cost 

Source:     Agricultural  and  Food  Policy  Center  (AFPC),  TAMU 

iNOoiviE    RRonrEcnrioM 

CURRENT  PROGRAM  1987*    NGSPA  PLAN  1988 


Target             Loan 
Bu.         Cwt.     Bu.        Cwt. 

Loan 
Bu.         Cwt. 

CORN           $3.03 

$5.41     $1.82    $3.25 

$3.61       $6.44 

SORGHUM     2.88 

5.14       1.74      3.11 

3.43        6.12 

WHEAT           4.38 

2.28 

4.95 

♦Subject  to 

limitation  of  payments 

Source:  AFPC 

MEHT     CASH  INOOIVIE 

(National  Income  -  $  Billion) 

CURRENT  PROGRAM  1987  NGSPA  PLAN  1988 

CORN                               3.55  10.09  (184%  more) 

SORGHUM                        .36  1.31   (264%  more) 

WHEAT                           2.04  4.07  (100%  more) 

Source:  AFPC 
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PLAN  FOR  EXPORT  PRICE' ADJUSTMENT 

I.  Th«  Export  Incentive  Certificate  payment  will  be  the  difference  in 
F.O.B.  vessel  price  and  world  market  price,  as  adjusted  to  the 
respective  port. 

II.  Export  Incentive  Certificates  will  be  paid  to  the  foreign  buyer, 
in.    The  foreign  buyer  may: 

A.  Apply  certificates  to  his  account  with  the  exporter; 

B.  Sell  them; 

C       Or  cash  them  in  on  future  purchases. 

IV.  Export  Incentive  Certificates  will  be  limited  to  purchase  of  0.  S. 
commodities. 

V.  Export  Incentive  Certificates  will  be  issued  by  USDA-CCC. 

A.  They  will  be  paid  up  to — but  not  exceed — monthly  quota  (on 
average) . 

B.  They  will  be  issued  on  a  'first  come  -  first  served"  basis. 

VI.  Export  Incentive  Certificates  will  be  available  to  all  countries. 

VII.  Export  incentive  certificate  paymenU  will  be  adjusted  daily  in  relation 
to  the  Chicago  Board  of  Traide,  Merchantile  Exchange,  world  price, 
etc.,  but  adequate  to  assure  sales  equal  to  the  nxmthly  goal. 

ADVANTAGES  OF  EXPORT  INCENTIVE  PLAN 

Export  Incentive  Payments  will; 

I.       Move  U.  S.  grain  into  the  market  first,  taking  the  U.  S.  out  of  the 
position  of  residual  supplier. 

n.      Assure  a  continued  market  share  for  the  U.  S. 

ni.    Encourage  purchases  early  each  month. 

rv.     Allow  U.  S.  producers  a  healthy  farm  economy. 

V.      Encourage  other  countries  to  control  production  and  remove  export 
subsidies . 
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ADDENDUM  1 


A  REGIONAL  PROFITABILITY  ANALYSIS 

OF 

FIELD  CROP  PRODUCTION  IN  TEXAS 

by 

Gary  D.  Condra 

Jesse  Reyes 

Don  E.  Ethrldge 

Dean  W.  Hughes 


Even  with  parclclpation  in  the  goveroMiit  prograa,  the  only  crops  wlilcii 
are  above  BEP  are  cotton  (Blacklends^  Coast,  Valley,  South  and  Vest),  and 
vheat  (High  and  Rolling  Plains).  Corn,  soybeans,  and  sorghua  are  below  BEP  is 
all  regions.  Further,  irrigated  cotton  In  the  Vnlley  and  South  and  Uent 
Texas  are  the  only  Irrigated  enterprises  which  are  above  BEP* 

(In  this  text,  BEP  refers  to  Break-Even  Prices.) 
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ADDENDUM  2: A 


B-1241(C02) 
TSXAS  AGRICULTURAL  EXTENSION  SERVICE  .  THE  TEXAS  AtM  UNIVERSITY  SYSTEM 


!•#!•  i.    Ca^»*<tta#.    •ir««t**-.    £••••#•  •«•«•••.    t«»«s 


TEXAS  CROP  ENTERPRISE  BUDGETS 


TEXAS  SOUTH  PLAINS  DISTRICT 

Projected  for  1987- 


Projocti 
Not  to  bo  usod  w 

CORN. 

Toxas  Sou 
1987  Projoctoo 

CROSS  :.VCSXE  Da>cripilon 

tSaw 

d£f:c:e«ct  pkt    cosh 

Total  «aOS5  tncBB. 
WAa:ii"-t  C3ST  Oascription 

P8CHARVEST 
SOIL  TEST 

ons  for  Planning  Purposes  Only 
itnout  Updating  aftor  January  9. 

PURROV  IRRIGATED 
tn  Plains  District  (2) 
Costs  and  Returns  par  Acro 

Quantity   Unit   S  /  Unit 

130.000  bu.        1.7900 
130.000  t>u.        1.3100 

Quantity    Unit   S  /  Unit 

1.000  acro         .2SO 

200.000   lb.          .2SO 

4S.000   lb.          .250 

1.000  acro        2.250 

19.000   lb.         1.2S0 

1.000  acro       15.000 

1.000  appi       10.000 

1.000  appi       10.000 

0.250  acro      17.900 

Acro 

Acro 

Acro 

Acro 
2.9««  Hour        5.501 
2.191  Hour        5.499 

72.900  ewt.         .450 
72.900  cwt.         .170 

149.705  Ool.        0.12O 
-1.144   DOI.         0.053 

Unit 

acra 
Acra 
Acra 
Acro 

B-1241(C02) 
1987. 

Your 
Total     Estiaato 

232.70        ,   , 

157.30 

'""md'oo 

Total 

■■■■■■■■•■a 

0-2S        ,,    ,. 

NITROGEN 

S3.00    . ^,. 

PHOSPHATE 

11. aa       I 

FSaTILIZEA  APPL. 

'  " 

SEEO 

22-50 

HERSXCIDC 

1S-00   . ^,. 

INSECTICIOS^APPU 

to-oo  ,  , 

XNSECTICIDE^APPU 

10.00    

SET  ASIDE  LAND 

4.47     "'  , 

Fual  a  Luba  -  Machlnory 

•  Irrigation 
Ropairs     -  Machinory 

-  Irrigation 
Labor       -  MacMinory 

-  Irrigation 

14.23    ,_,...... 

100.74 

2-M    ,    .   .  . 

9.19 

19.79 

*2-0*   ,,    .. 

Total  PREHARVEST 
HARVEST 

CUSTOM  HARVEST 

iai.oa   . ^,. 

32.79 

CUSTOM  HAULING 

»2-37 

Total  HARVEST 

45.14 

Intarast    -  OC  8orro»#od 

17. M 

•O-tM                     ...  , 

Total  VARIABLE  COST 

GROSS  IN-COME  minus  VARIABLE  COST 
FIXED  CCST  Dascrlptlon 

■■■■■■■••■a 

343.73    

4«.29    

Total 

SET  ISIOE  LAS-O   ROWF 
¥3cr.^nTy   and  Equip«ant 
Irpi3«tion 
Lano 

Total  FIXED  Cost 

Total  of  ALL  Cost 

NET  PROJECTED  RETURNS 

•  OS 

30.75 

44.23 

40.00 

123-03    

4«a.7a      

•7«-7S         ,    , 

Digitized  by 


Google 


650 

ADDENDUM  2;B 


B-1241(C02) 


-n'VAS  AGRICULTURAL  EXTENSION  SERVICE  .  THE  TEXAS  AU4  UNIVERSITY  SYSTEM 

TEXAS  CROP  ENTERPRISE  BUDGETS 


TEXAS  SOUTH  PLAINS  DISTRICT 

Projected  for  1987' 


Projections  for  Planning  Purposos  Only  9-124 i(C02) 

Not  to  DO  usoo  without  Upoating  aftor  uanuary  9.  1987. 

SORGHUN.  PURftOW  XMIZQATCO  (HCAVXCR  TCXTURCO  SOILS) 

Taxas  Soutn  Plains  District  (2> 

1987  Projoctoo  Costs  and  Roturns  par  Aero 


C30SS  INC3KE  Oascrlptlon 

•   Quantity 

■■■••■■■■ 
60.000 
90.000 

Quantity 

•■■••■•••■a 

1.000 
18O.000 
40.000 
1.000 
1.000 
7.000 
1.790 
1.000 
1.000 
0.290 

2.279 

1.299 

1.000 
90.000 

101.099 
•1.828 

Unit 

•■■• 
ewt. 
ewt. 

Unit 

•■•■ 

aero 

lb. 

lb. 

aero 

aero 

lb. 

lb. 

appi 

appi 

aero 

Aero 

Aero 

Aero 

Aero 

Hour 

Hour 

•erm 

cut. 

Ool. 

OOl. 

unit 

■  ■■• 
acra 
Acra 
Acra 
Acra 

S  /  unit 

■•■■•••■■■a   1 

2.0300 
2.8700 

i 

S  /  Unit 
••■■••■■•••  1 

.290 

.290 

.290 

2.290 

9.000 

.900 

.800 

9.000 

9.000 

17.900 

9.901 
9.499 

19.000 
.290 

S:aS  . 

• 
• 

Total     Esttaato 

OE^ZCICNCT  PMT.  SORGHUM 

121. 80 

SORGHUM 

172. 20          ; 

Total  GROSS  IncoM 

•■••■■■••■a 

VARXABLI  COST  Ooscriptlon 

"pRlMARVfST"" 

SOXt  TEST 

Total 

•■■■■•••■■a 
0-» 

NITROOCN 

4O.00 

PHOSPHATE 

1O.00    "  ,■■ 

FERTILIZER  APPL. 

*-»• 

HER8IC:0E 

9.0O 

SEED 

»-«> 

SEED 

«-*0 

INSECTICIOE^APPL 

9.0O 

INSECTICIOE^APPL 

•-~   ™. 

SET  ASIDE  LAND 

4.47   "■■■ 

'»-••      _;_■' 

-  Irrioation 
Rapairs     -  Haehinary 

.  90.7D    ,  "  -■ 

>-■• 

-  Irrigation 

9.89 

Labor      -  Haehinary 

"-~ 

-  Irrigation 

7.14 

'"-''   ......  .. 

HARVEST 

CUSTOM  HARVEST 

19.00 

CUSTOM  HAULING 

1S.OO   ,  -7  ■ 

'   Total  HARVEST 

*»-*»    .-_ 

"-"       ■_• - 

Intorast    -  Posittva  Caah 

"0-07      iT_r 

Totat  VARIABLE  COST 

>29.29         ,   , 

GROSS  INCOME  Minus  VARIA9LE  COST 

"'^                     .       . 

riXED  COST  Oascrlptlon 

Total 

SET  AS:DE  LAfO   ROVf 

8.09 

Machlnory  and  Equlpaant 

*»-" 

Irrigation 

29.21 

Land 

**-«*   -« . 

Total  riXEO  Cost 

ia»*«aaaa«a 

•*■■•   ......   .. 

Total  of  ALL  Cost 

"'-*•     ......»_ 

MET  PROJECTED  RErjBNS 

-M.M 
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ADDENDUM  2;C  B-1241(C02) 

TEXAS  AGRICULTURAL  BXTENSI61I  SBRVICB    .   THB  TEXAS  A&M  UNIVBRSITT  r^TSTEM 

TEXAS  CROP  ENTERPRISE  BUDGETS 


TEXAS  SOUTH  PLAINS  DISTRICT 


Preji 
Not  to  b«  UM 

QIUtN  SQMNUM. 

ToKas 

1M7  ^rojoe 

oaoss  :NCOMf  Oosenption 

ictions  for  Pianni 
M  without  Upoatir 

ORYUINO  (ICAVtn 
South  Plains  Olst 
ttsd  Costs  and  Mt 

Quantity 

•■••■■••a 

18.000 
20.000 

Quantity 

!•■•    •■■■■•■■■■■ 

1.000 

40.000 

20.000 

1.009 

1.000 

o.soo 

0.2M 
2.244 

1.000 
20.000 

40.704 

»T 

ino  Purpi 
«  after 

Tfxnm 

net  (21 
urns  por 

unit 

■■•■  ■ 

ewt. 

ewt. 

unit 

■■•■  ■ 

aero 

lb. 

lb. 

aero 

aero 

lb. 

:Si. 

aero 
Aero 
Aero 
Hour 

aero 
ewt. 

Ool. 

unit 
•••• 
aero 
Asro 
Aero 

»sos  Only 
Uanuary  S. 

lonzL) 

'  Aero 
S  /  unit 

immmmmmmmmm 

2.0200 
2.t700 

S  /  unit 

.2M 

iMO 
t.OOO 
17. MO 

9. Ml 
0.120 

1tt7.        ••<»*<<«»> 

vour 
Total     Estiaato 

CEFicitNCY  mrr.  somkjh 

M.t4 

SOaOHUM 

97.40 

Total  OMSS  IneoiM 

•l.M 

VAaXASLE  cost  Ooaenption 

'  MlHAtVItT* 

MIL  TIST 

Total 

■■•■••■•■■a 

o.tt   _  , 

NXTMOIN 

10.00  z       I 

^HOSWUTI 

t.oo 

flRTlLXZI*  AP^t. 

«-"  1 

HimCXDI 

•.GO  ' 

scto 
SI  to 

O.OO   1 _ 

INSECTXCIOI^AMt. 

a.oo  ■*;;  ,,  ■_"" 

SIT  ASXOe  I.A90 

4.47      — — 

Fwol  ft  LuDO  •  Maehinory 

12.  M   z   !,'   I  ! 

•ooairo    -  Maehinory 

«-"   -I.   -   . 

Labor      -  Maehinory 

12.94 

Total  PKCMAtVfST 

•0.27   _  , 

MAR VIST 

CUSTOM  HAtVtIT 

12.00   ,   .if 

CUSTOM  HAULINO 

•  .GO 

Total  MARVIST 

IV-^O   _  , 

Xntoroflt    -  OC  torrowod 

•    4. BO' 

Total  VAKXAILI  COST 

■2.10   _  , 

OtOSS  INCOMI  olnuo  VAKIAILI  Cfl 

11. 7«          J 

FixtO  COST  Oooeription 

Total          ' 

SCT  ASIOI  LANO   MWf 

.....— ..^  ' 

Maentnory  ana  Eouipoont 

»•-<*   -.  _  .  . 

Land 

»«-<»  1!.  - 

Total  FIXED  Cost 

90.1ft      

Total  of  ALL  Cost 

130.24 

NET  PROJECTED  RETUHNS 

-44. 40 
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ADDENDUM  3 


Export  Markets  for 
U.S.  Grain  and 


DO-l-67 
January  1987 


QOMirrrr  and  ynum  oc  o.t.  gmdi 
n  n«CM.  nM  ut7  idth 


OOKDITT  nr  M        R  17 


C^HAtity  {IMI  bom]  ..         2.2C2        1*(U 

iblw  fvc  tvi  i^llstM) $i39         fUS 

vkliN  tin  BllUaci  deUacs)....  fUl         fUS 


QOMitity  (IMP  tSM) 79  232 

WlM  fw  9M  (dollacs) $127  $2t 

Wloa  (iaalllloadallara)....  flf  K 

faulty  (Ifllf  toMj.. S,332  2,9H 

WlH  Pi«  TM  ttSOUui} HM  f7S 

V^iM  (lA  Milton  telUta)....  IS5S  €217 

aotOin  (9nia  OBly) 

OBMtity  (IMI  «v^.,,,,.....  441  173 

Itoloa  l«r  IM  (*U«ei} US  fTfl 

mlw   in  iiUiM  JBOlda]     ..  tSf  92< 

BMtBTr  QMSj  MO  RfE  n»ia  nljl 

gowvUty  nnt  i^n>...,,.....  M  3U 

Vklm  Me  na  [dciUw)^.<^,«.  flf7  $19 

"v^liM  (iB  ■Lllltti  dolliH] 99  92t 

t^TK.  CQUdl  OaiKS  {^CaU>  QEar^ 

OuieU^  [U4t  um]......     ..  5#e7  3,Sn 

V»lijc  h(  Tn«  t^oUdci}^. 1103  Wn 

Vklw  lln  idUlQn  Altua]....  KM  9271 

nci  (gcmia  eoly) 

OBMtity  (IMP  tenO 139  2fS 

VfelM  fiK  Voa  (dollan) «M  f234 

VklM  (loalUiaDaallus)....  954  •49 


Oomtity  (IfN  tenO 39  73 

Vklaa  fw  Voa  (dollACS) 9497         9521 

V^laa  (loaiUlQO  dollars)....  919  939 


QBMtity  (1999  tooB) 122  71 

Wloa  Mr  too  (aoUata) 9254  93M 

Wloa  (iaallliaodalUrs)....  931  939 

urn  QUUH  VrpllOCUCTS 

Qwitit^  {1H9  tsm] 943  722 

ftlutt  Pit  T^  {4oll4rf}*^ 9152  9157 
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Testimony  of  Carl  King 

President,  Texas  Com  Growers  Association 

Before  the  Subcomittee  on  Hheat,  Soybeans,  and  Feed  Grains 

House  Conndttee  on  Aigriculture 

March  31,  1987 


Mr.  Chairman,  and  members  of  the  subcommittee,  it  is  a 
pleasure  for  me  to  be  here  in  Washinoton  today  to  speak  not  only 
for  the  Texas  farmers  that  I  represent,  but  I  feel  also  for 
farmers  all  over  America.  Every  member  of  this  subcomittee  has 
heard  and  Icnoiis  what  problems  exist  in  rural  and  agricultural 
America,  so  let  me  turn  immediately  to  the  solution. 


In  1981,  when  U.S.  farm  exports  reached  a  record  $44 
billion,  farm  program  (CCC)  costs  totaled  $4  billion.  Since 
then,  exports  have  fallen  to  less  than  $20  billion.  Farm  program 
costs  are  expected  to  climb  toward  $35  billion.  It  is  this 
precipitous  drop  in  exports  and  staggering  increase  in  support 
program  costs  that  clearly  is  at  the  root  of  the  current  farm 
crisis . 

You  members  of  the  Committee  have  been  struggling  the  last 
few  weeks  with  ways  to  save  $1  billion  dollars  off  of  the 
projected  cost  of  the  1985  Farm  Bill.  Having  appropriately 
rejected,  out  of  hand,  the  Administration's  proposal  to  fuarther 
reduce  target  prices  another  27  percent,  you  have  instead  looked 
to  such  devices  as  the  "0-92"  option,  increasing  the  conservation 
reserve  even  further  or  applying  payment  limitations  that  are 
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even  more  severe.  You  are  being  asked  to  do  this  by  farm 
organizations  that  have  made  a  major,  public  point  of  "not 
changing  the  £ann  bill**  and  **  staying  the  course**  •  Yet  any  of 
these  changes  provide  dramatically  different  environments,  this 
year^  within  which  farmers  have  to  make  their  future  plana. 

The  simple  and  effective  answer  to  the  serious  budget  issues 
facing  this  coranittee ,  this  Congress  and  the  nation,  now  and  in 
the  future,  is  supply  management.  Even  through  all  studies  done 
to  date  on  the  matter  don*t  agree,  it  is  clear  that  if  farmers  in 
all  effected  comnodities  voted  to  accept  supply  management, 
federal  Comnodity  Credit  Corporation  outlays  from  fiscal  1988 
through  fiscal  1995  would  be  from  10  to  14  billion  dollars  a  year 
less  than  the  1986  payments.  That  is  the  effective  way  to 
address  your  budget  concerns  and  to  meet  the  budget  marks  set  by 
your  leadership. 

Farm  Policy  Changes  to  the  1985  Farm  Bill 
Proposed  by  the  Texas  Corn  Growers  Association 

We,  like  other  commodity  organizations  appearing  before  you, 
feel  farmers  need  long- term  farm  legislation.  Nulti-year 
planning  is  essential  to  good  farming,  and  the  ability  to  have 
such  planning  is  essential  to  good  federal  farm  legislation. 

Therefore,  we  support  no  changes  to  the  1985  Farm  Bill 
unless  the  nation's  producers,  on  a  commodity  by  conomodity  basis, 
make  their  own  choice  as  to  any  changes.  Our  position  is: 
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1.  Provide  for  a  producer  referendum  on  marlceting  quotas 
for  each  supported  coraroodity. 

2.  In  conmoditles  where  the  referendum  fails,  the 
provisions  of  the  1985  Farm  Bill  remain  in  effect.  In 
comnodities  where  the  referendum  passes,  noti* recourse  loan  levels 
are  «9ta}3lished  at  the  cost  of  production  on  a  regional  basis. 

3.  Deficiency  and  diversion  payments  are  eliminated, 
as  well  as  storage,  transportation  and  interest  charges. 

4.  Establish  supply  management  with  mandatory  controls  and 
marketing  cards  for  all  production  sold  in  the  U.S.  for  domestic 
consumption. 

5.  Producer  has  unrestricted  planting  and  harvesting  of 
all  crops  outside  quota: 

(a)  For  protection  against  crop  failure  (but 
stored  at  own  expense  without  government 
loan  protection) ;  and 

(b)  For  grazing,  haying,  and  soil  conservation 
cover  crops. 

6.  Government  PIK  conmodities  for  export  enhancement 
should  be  used  until  government  supplies  are  reduced  to  the  level 
determined  for  national  security  purposes.  Multinational 
negotiations  with  other  food  exporting  nations,  including  the 
threat  of  additional  export  enhancement,  must  assure  U.S.  market 
share,  essentially  regaining  our  pre-1981  status. 

7.  We  support  recent  provisions  by  the  Subcommittee  on 
Rural  Development,  Agriculture  and  Related  Agencies  of  the  House 
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4 
Conmittee  on  Appropriations  to  provide  funds  to  require  the 
Secretary  of  Agriculture  to  investigate  and  determine  by  ballot 
whether  producers  of  basic  agricultural  comnodities,  including 
soybeans,  favor  imposition  of  mandatory  limits  on  the  production 
of  basic  agricultural  comnodities.  However,  it  is  to  the 
Conmittee  on  Agriculture  we  look  to  for  action  on  this  matter. 

The  Benefits  of  Supply  Management  on  a 
Comnodity  by  Comnodity  Basis 

1.  Supply  management  with  cost  of  production  loan  rate 
floors  would  return  profitability  to  American  agriculture  and  to 
rural  America  while  at  the  same  time  producing  comnodity  prices 
that  do  not  exceed  the  1970-1979  average  direct  price  for  any 
commodity. 

2.  Once  and  for  all,  the  market  destruction  power  of 
production  surpluses  could  be  contained. 

3.  Billions  of  dollars  in  farm  program  costs  could  be 
saved. 

4.  The  benefits  of  supply  management  could  be  targeted  to 
true  family  farmers,  with  minimum  and  maximum  set-asides  of 
between  20  and  35  percent  depending  on  farm  size  (the  "0-92** 
option  could  result  in  far  %mrse  set  asides  in  many  regions  of 
the  country) . 

5.  Our  disss terous  export  situation  could  be  corrected, 
our  agricultural  relations  with  our  allies  could  be  stabilised. 
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5 
and  we  could  increase  the  net  value  of  our  exports. 

6.  We  could  improve  farmer  efficiency  by  removing  the 
incentive  to  plunder  and  exploit  the  land  to  maximize  production, 
in  the  process  returning  the  American  farmer  to  the  historical 
role  of  stewards  of  the  land  and  water. 

7.  The  farm  debt  crisis  would  ease  as  profitability  is 
returned  to  farming,  preventing  the  need  of  Congress  to  pump  more 
billions  into  the  farm  credit  system  in  the  very  near  future. 
(Just  last  week,  the  Farm  Credit  System  said  it  will  need  $800 
million  of  aid  to  stay  afloat  this  year.) 

Conclusion 

Members  of  this  subcommittee,  in  the  last  decaide  we  have 
seen  a  dramatic  shift  in  federal  farm  policy  away  from  policies 
benefiting  the  producers  and  instead  toward  policies  primarily 
benefiting  handlers  of  comnodities .  We  have  no  fight  with  our 
friends  and  neighbors  who  buy,  merchandise,  trade,  export, 
fertilize,  process  or  retail  our  comnodities.  They  are  an 
essential  part  of  our  profitability.  But  we   are  also  the 
essential  part  of  their  endeavors. 

There  is  much  at  stake  in  this  debate,  in  fact  everything  is 
at  stake.  We  are  not  only  fighting  for  fairness  and  some  hope  of 
profitability  for  America's  farmers,  we  are  fighting  to  prevent 
the  collapse  of  rural  America.  This  subcommittee,  this  Committee 
and  this  Congress  must  understand  the  immense  economic  and  social 
costs  that  are  already  acconqpaning  the  demise  of  our  heartland. 

We  ask  you  once  again  to  act,  and  you  must  act,  to  give 
America's  farmers  the  ability  to  decide,  together  and 
democratically,  what  their  future  will  be. 
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Good  Morning.  Ny  nas*  is  John  Urbanchuk  and  I  am 
Director  of  Intamational  Agriculture  at  Wharton  Bconoaatric 
Foracasting  Aasooiataa  in  Philadelphia.  I  appreciate  the 
opportunity  to  appear  before  you  today  to  diacusa  the 
potential  iaplicationa  for  the  U.S.  econosy  of  an 
introduction  of  mandatory  production  controls  for  U.S. 
agriculture. 

The  Food  Security  Act  of  1985  is  barely  a  year  old  and 
has  been  in  effect  for  less  than  a  full  aarketing  season. 
During  this  brief  period  however,  U.S.  agricultural  escports 
and  prices  have  failed  to  Beet  expectations;  the  probleas  of 
the  fara  financial  sector  have  intensified  resulting  in 
nassive  deficits  for  the  Fam  Credit  Systea;  and  costs  for 
naintaining  the  program  have  skyrocketed,  exceeding  even  the 
worst  nightmares  of  the  program  designers. 

As  a  result  there  is  currently  a  significant  interest 
in  alternative  farm  policy  programs.  Among  the  many 
alternatives  that  have  been  put  forth  for  consideration  is 
the  concept  of  Mandatory  Production  Controls  (MPC) .  In  the 
current  setting  Mandatory  Production  Controls  are  most 
closely  exemplified  by  the  Harkin/Gephardt  Family  Farm  Act. 

Analysis  of  farm  program  options  traditionally  focuses 
on  the  impact  of  policy  changes  on  commodity  prices,  demand 
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The  FAPRI  results  were  used  In  our  analysis  because  of  the 
detailed  nature  of  the  FAPRI  model  and  approach,  and  the 
comprehensiveness  of  the  FAPRI  analysis. 

Basic  Elements  of  A  Mandatory  Production  Controls  Program 

The  Mandatory  Production  Controls  program  option 
characterized  by  the  Harkln/Gephardt  bill  contains  several 
basic  elements  which  are  likely  to  Impact  significantly  on 
the  non-agricultural  sector  of  the  economy. 

*  Higher  support  for  domestic  crop  and  dairy  prices. 

Mlnlmtim  loan  rates  would  be  set  at  70%  of  parity  In 
1988,  Increased  1%  per  year  to  a  maximum  of  80% 
of  parity. 

*  Production  controls  and  marketing  guotas. 

National  marketing  quotas  would  be  established  for 
each  commodity  based  on  projected  demand  and  reserve 
requirements,  accompanied  by  production  controls  In 
the  form  of  acreage  allotments  and  set-asldes  i^lch 
would  be  designed  to  balance  supply  with  demand. 
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factors  such  as  sscports,  and  fam  incoas.  It  has  bacoss 
increasingly  clear,  however,  that  changes  in  agricultural 
policy  have  potentially  significant  iaplications  for  the 
rest  of  the  econoay  as  well.  The  basic  characteristics  of 
the  Kandatory  Production  Controls  program  option  are 
considerably  different  tram  other  options  recently  advanced, 
and  in  our  opinion,  portend  significant  adverse  iaplications 
for  the  entire  U.S.  econoay. 

Wharton  Econoaetrics  aaintains  detailed  aodels  of  the 
U.S.  econoay,  i^ioh  are  used  regularly  to  produce  baseline 
forecasts  and  to  quantify  the  iaplications  of  changes  in 
baseline  conditions.  In  order  to  analyse  the  econoay-vide 
iaplications  of  Mandatory  Production  Controls,  ve  introduced 
changes  in  coaaodity  production,  exports,  prices,  and  fara 
incoae  consistent  vith  the  iapleaentation  of  an  NPC  option 
into  Wharton *s  aodel  of  the  U.S.  econoay.  The  agricultural 
sector  iapacts  vera  taken  froa  an  independent  analysis  of 
the  Coaaodity  Supply  Manageaent  Prograa  conducted  by  the 
Food  and  Agricultural  Policy  Research  Institute  (FAPRI).^ 


^*  Food  and  Agricultural  Policy  Research  Institute,  The 
Commodity  Supply  Hanagmmmnt  Program.  FAPRI  Staff  Report 
#2-87,  February  1987. 
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*  Proteotionist  agricultural  trad«  programs. 

The  establishnent  of  an  export  cartel  for  grains 
aimed  at  increasing  world  prices  and  preserving 
existing  market  shares.  In  the  event  a  cartel  is  not 
successfully  negotiated  or  fails,  the  Secretary  of 
Agriculture  would  be  required  to  use  export  PIK  or 
cash  subsidies  to  maintain  exports.  Import  controls 
would  also  be  enacted  to  prevent  imports  of  foreign 
agricultural  commodities  and  food  products  to 
interfere  with  domestic  support  programs. 

Harkin/Gephardt  also  contains  several  other  provisions 
that  are  aimed  at  easing  the  transition  to  higher  domestic 
prices  for  livestock  producers  through  access  to  existing 
CCC  stocks,  and  low  income  groups  through  an  increase  in 
benefits  through  food  stamp  and  other  assistance  programs. 
The  program  also  contains  an  aggressive  farm  debt 
restructuring  assistance  program  aimed  at  addressing  current 
financial  problems  among  qualifying  farmers. 
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MMSOBOOMOMZC  JODkLTSZS 

Agrioultural  Seotor  Inputs  and  Xaplioations 

The  agricultural  inpacts  of  the  introduction  of  a 
Mandatory  Production  Controls  program  vera  taken  f ros  the 
FAPRI  analysis  of  the  Commodities  Supply  Kanagement  Prograii 
released  in  February.  Production  levels,  export  deaand,  and 
prices  for  program  commodities  (wheat,  feedgrains,  cotton, 
rice,  and  dairy)  and  non-program  commodities  affected  by  the 
program  (soybeans,  livestock  and  poultry),  and  farm  income 
levels  from  the  FAPRI  analysis  were  input  into  lfEFA*s  U.S. 
Long-Term  Model  and  evaluated  over  the  1987  to  1995  period. 
The  results  were  then  compared  with  Wharton  *s  March  1987 
Baseline  Long-Term  Forecast  of  the  U.S.  Economy  i^ich 
incorporates  an  agriculture  sector  predicated  on  the  Food 
Security  Act  of  1985  (FSA85).^ 

A  Mandatory  Production  Controls  program  option  results 
in  significantly  higher  prices  for  crops  and  livestock.  The 
FAPRI  analysis  indicates  that  **...  on  average,  the  price  of 
crops  increase  130%  over  levels  expected  under  FSA85.**^  In 

^'  Hharton  Econometric  Forecasting  Associates.  Long-Term 
Forecast,   Volume  5,  Kumber  2,  March  1987.  Philadelphia,  PA. 

^'  FAPRI,  The  Commodity  Supply  Management  Program,   p.  8. 
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fact,  the  average  farm  price  of  com  and  wheat  over  the  1986 
to  1995  period  under  the  MOP  option  Is  projected  by  FAPRI  to 
be  about  122%  higher  th«ui  under  the  FSA85  while  soybecm 
prices  are  92%  higher.  These  Individual  coanodlty  price 
Increases  are  reflected  In  an  Increase  In  the  aggregate 
price  of  agricultural  output  of  14.5%,  on  average,  over  the 
1987-95  period. 

The  FAPRI  analysis  assximes  a  successful  grain  cartel 
«uid  the  use  of  grain  giveaway  prograns.  As  a  result,  com, 
wheat,  and  soybean  exports  fall  below  baseline  FSA85  levels 
but  not  nearly  to  the  level  one  would  cmtlclpate  In  the 
absence  of  «ui  effective  cartel.^  The  conblnatlon  of  higher 
prices  and  reduced  export  volume  pushes  the  real  value  of 
total  agrlcultiiral  exports  5.4%  below  FSA85  levels  diiring 
the  1987-95  period. 

Higher  feed  grain  and  soybecm  prices  result  in  sharply 
higher  feed  costs  for  livestock  producers  which  will  quickly 
turn  cmticipated  profits  to  losses.  As  a  result,  beef  and 
pork  producers  are  expected  to  quickly  liquidate  breeding 
herds.  The  resulting  lower  supply  will  proapt  an  upward 


^*  The  FAPRI  authors  eiqphaslze  the  iaportance  of  the  cartel 
assumption  to  the  results  of  their  analysis  at  several 
places  in  their  study.  They  also  indicate  that  exports  for 
com  «uid  wheat  are  likely  to  fall  an  additional  12%  to  13% 
in  the  absence  of  a  cartel. 
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response  on  the  part  of  red  meat  and  poultry  prices.  While 
beef  producers  will  be  able  to  utilize  forage  and  non-grain 
feeds  to  limit  the  damage  from  feed  price  increases,  pork 
producers  will  be  harder  pressed  because  of  technical  feed 
constraints.  The  s\im  effect  of  the  impact  on  the  livestock 
industry  from  an  MFC  option  will  likely  be  «ui  increase  in 
consumer  expenditiires  for  meat  and  a  sharp  drop  in 
consximption. 

Real  agricultural  output  falls  as  both  crop  and 
livestock  production  is  reduced.  Over  the  1987-95  period, 
U.S.  agricultural  sector  output  is  down,  on  average,  by 
6.6%.  Higher  prices  for  crops  and  livestock  commodities 
result  in  an  average  increase  in  the  aggregate  farm  output 
price  of  14.5%  over  the  evaluation  period.  The  average 
reduction  in  output  by  less  than  half  the  increase  in  prices 
is  consistent  with  the  fact  that  the  demand  for  agricultural 
products  is  not  excessively  sensitive  to  price  changes  (the 
percentage  decline  in  demand  due  to  a  10%  increase  in  price 
is  less  than  10%) .  In  this  case,  a  10%  increase  in  farm 
output  prices  would  reduce  demand  for  farm  products  by  about 
4.5%. 
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There  are  several  positive  features  of  the  Mandatory 
Production  Controls  program  option.  These  include  a 
considerable  increase  in  net  farm  income,  lover  direct 
government  spending  on  agriculture,  «uid  an  aggressive 
program  to  address  the  farm  financial  problem. 

*  Nominal  farm  proprietor's  income  is,  on  average,  71% 
higher  than  FSA85  baseline  levels  under  the  MPC 
option.  The  increases  stem  from  sharply  higher  cash 
receipts  due  to  commodity  price  increases,  and 
reduced  production  costs. 

*  The  FAPRI  analysis  indicates  that  he  direct  cost  of 
operating  the  MPC  option  would  be  38.5%  less  than 
the  cost  of  the  FSA85.  **By  making  participation 
mandatory,  eliminating  target  prices,  and  government 
loan  programs,  the  only  remaining  sources  of  large 
(government)  cost  are  diversion,  hunger,  and 
conservation  programs.  *'^ 


5. 


FAPRI,  The  Commodity  Supply  Management  Program,   p.  15. 
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*  The  Harkin/Gephardt  bill  contains  an  aggressive 
approach  to  redressing  the  current  farm  fincmcial 
problem.  The  MFC  option  would  provide  interest  free 
loans  for  up  to  three  years  for  qualifying  farmers 
in  order  to  help  with  debt  service  and  operational 
restructuring.  While  this  provision  would  add  some 
to  the  operational  cost  of  the  program,  this 
fincmcial  assistance,  accompanied  by  the  significant 
improvement  in  net  income,  may  prevent  a 
considerable  percentage  of  currently  debt-ridden 
farmers  to  survive  as  viable  agricultiiral 
enterprises. 

roeoonomio  Zmpli oat ions 

The  benefits  of  Mandatory  Production  Controls  for  the 
.culture  sector  are  more  than  offset  by  economy-wide 
;s  in  terms  of  declines  in  national  aggregate  income  and 
.oyment,  and  increases  in  the  aggregate  price  level. 
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output  and  BBployBent  Effects 

Output,  as  measiired  by  real  1982  dollar  GNP,  falls  by 
$16.6  billion  from  baseline  levels  in  1987  and  continues  to 
slide  downward  to  $41.2  billion  in  1995  below  baseline 
levels.  Over  the  1987-95  evaluation  period,  real  GNP  reaaina 
about  0.8%  below  baseline  levels. 

Real  GNP  equals  the  s\ui  of  final  demand  components  less 
imports  (i.e.,  the  s\im  of  consumer  spending,  investment, 
exports,  «uid  government  spending,  less  imports).  A  large 
part  of  the  decline  in  aggregate  output  can  be  attributed  to 
lower  consximer  spending  for  food,  reduced  value  of 
agricultural  exports,  and  an  increase  in  total  government 
spending. 

The  reduction  in  U.S.  output  leads  to  a  reduction  in 
U.S.  total  employment.  The  job  losses  in  1987  are  215,000 
«uid  climb  steadily  to  905,000  in  1995,  as  real  output 
remains  below  baseline  levels  for  the  whole  evaluation 
period.  The  high  levels  of  net  farm  income  that  result  tram 
the  MFC  option  restrain  the  loss  of  jobs  in  the  agriculturml 
sector.  Despite  this,  on  average  over  the  1987-95  period, 
agricultural  sector  job  losses  are  119,000  each  year,  or 
about  18%  of  total  annual  economy-wide  job  losses  due  to 
Mandatory  Production  Controls. 
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Zapaots  on  the  Aaerioaii  consiaer 

Real  per  capita  disposable  income  falls  following  the 
introduction  of  a  Mandatory  Production  Controls  program 
owing  to  both  a  loss  in  earned  income  (job  losses  result  in 
an  income  loss)  and  higher  consumer  prices.  Real  (1982$)  per 
capita  income  falls  by  $61  in  1987  compared  with  baseline 
levels  and  continues  to  decline  to  $131  by  1995.  The  total 
loss  in  real  income  on  a  per  capita  basis  over  the  1987-95 
period  is  $927. 

Higher  prices  for  grains,  cotton,  oilseeds  and  oilseed 
products,  red  meats  and  poultry  translate  into  considerably 
higher  consumer  food  prices  as  well  as  an  increase  in  the 
aggregate  price  level.  While  consximer  food  prices  increase 
an  average  of  3.2%  above  baseline  levels  for  the  entire 
1987-95  period,  price  increases  are  restrained  in  the  first 
several  years  following  introduction  of  the  MFC  option  as 
meat  supplies  increase  as  herds  are  liquidated.  By  1990  most 
of  the  adjustment  in  the  livestock  sector  will  have  been 
completed  leading  to  more  rapid  increases  in  meat  ~  and 
total  food  ~  prices. 
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Higher  food  prices  «uid  lover  personal  Incoae  will 
reduce  consximer  expenditiires  for  food  by  an  average  of  $7.1 
billion,  or  1.4%,  below  baseline  levels  over  the  1987-95 
period.  A  large  part  of  the  decline  can  be  attributed  to 
reduced  consximption  of  meat. 

Despite  a  greater  eaiphasis  on  food  staap  and  other 
asslstcmce  prograna  called  for  In  the  MFC  option,  the 
decline  in  income  combined  with  the  increase  in  food  and 
other  prices  c«ui  be  expected  to  impact  most  severely  on  the 
low  Income,  elderly,  «uid  economically  disadvantaged. 
Consximer  expenditiires  surveys  point  out  that  the  low  income 
and  economically  disadvantaged  allocate  a  greater  proportion 
of  their  income  to  food  purchases  than  do  moderate  or  high 
Income  groups. 

Effect  on  the  Federal  Deficit 

Even  though  direct  government  spending  for  agriculturml 
programs  is  projected  to  fall  below  FSASS  baseline  levels 
under  a  Kandatory  Production  Controls  program  option,  the 
federal  deficit  is  projected  to  increase  over  baseline 
levels.  Lover  output,  employment,  and  income  imply  a  lowwr 
level  of  federal  tax  collections.  Fever  jobs  also  imply  m 
larger  number  of  unemployed  and  a  higher  level  of  transfer 
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payments  (via  unanploymant  coapensation  and  othar  programs) . 
These  federal  revenue  losses  and  expenditure  increases  imply 
a  larger  annual  deficit. 

The  most  substantial  increase  in  the  federal  deficit 
occurs  in  the  initial  years  of  Mandatory  Production  Controls 
with  the  deficit  increasing  by  as  much  as  $5.2  billion  over 
baseline  levels  in  1989.  As  the  cost  of  operating  the 
agriculture  programs  falls  in  conjunction  with  the  increase 
in  commodity  prices  and  cash  receipts,  the  increase  in  the 
federal  deficit  narrows  to  $280  million  above  the  baseline 
in  1995. 

suioaatY  JOiD  comcluszohs 

The  institution  of  a  Mandatory  Production  Controls 
program  similar  to  the  Harkin/Gephardt  bill  or,  for  that 
matter  wider  use  of  existing  ''voluntary*'  production  control 
provisions,  would  support  the  agriculture  sector  to  the 
ultimate  disadvantage  of  the  rest  of  the  economy. 
Ironically,  given  the  macroeconomic  linkages  to  agriculture, 
these  adverse  impacts  would  further  restrain  growth  in 
agricultural  investment,  output,  and  employment. 
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Mandatory  Production  Controls  voiild  lead  to  dsclinMi  in 
real  agricultiiral  output  and  axporta,  and  sharply  hiq^iar 
inflation  due  to  increased  coaaodity  prices.  The 
coBhination  of  these  factors  will  lead  to  reduced  aggregate 
output  and  esployaent  —  including  a  further  loss  of  jobs  in 
agriculture  —  and  reduced  personal  and  household  incoae. 
These  factors  iaply  reduced  consuaer  spending  for  food  with 
the  most  significcmt  iapact  felt  by  the  low  income  and 
economically  disadvantaged,  and  elderly  —  those  in  our 
society  who  can  least  afford  it* 

In  many  respects  the  estimates  contained  in  this 
analysis  should  be  vieired  as  conservative.  As  was  indicated 
earlier,  the  commodity  price,  export,  and  government  cost 
assumptions  iised  to  determine  the  macrosconoaic  impacts  vere 
predicated  on  the  assumption  that  an  export  grain  carta!  is 
successfully  formed  and  operates  to  main  trade  shares  at 
current  levels.  In  the  absence  of  the  cartel,  exports  iioiil4 
be  lower  and  government  costs  trould  be  higher  in  an  attempt 
to  maintain  trade  share. 

There  is  a  wide  body  of  agreement  in  the  eoonomiom 
profession  that  cartels  are  not  an  effective  mechanism  over 
the  long-term  to  manage  trade  shares  and  maintain  worl4 
trade  prices.  Over  the  past  several  years  many  oomaodity 
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trade  agreements  and  orgcmizatlons  have  experienced  severe 
difficulties  in  obtaining  and  enforcing  either  production  of 
export  cooperation  among  members.  Notable  examples  include 
OPEC,  the  International  Sugar  Agreement  (ISA) ,  International 
Coffee  Organization  (ICO) ,  and  the  International  Tin  Council 
which  collapsed  in  1985. 

Each  of  these  organizations  represents  producers  of 
either  a  non-renewable  resource  (oil  and  tin)  or  a  commodity 
with  a  limited  major  production  base.  In  each  case  the  costs 
of  an  outside  producer  to  compete  with  the  cartel  are 
relatively  high.  Unfortunately,  this  is  not  the  case  with 
grain.  As  we  have  seen  over  the  past  decade,  a  relatively 
modest  increase  in  prices,  or  other  distortion  such  as  debt 
and  hard  currency  constraints,  have  been  sufficient  to 
induce  production  among  importing  countries.  There  is  little 
evidence  to  suggest  that,  even  if  agreement  were  reached 
among  the  world's  leading  producers  to  form  a  cartel,  the 
resulting  high  world  prices  would  fail  to  increase  output 
among  importers  thereby  inherently  weakening  the  cartel  and 
further  depressing  the  outlook  for  world  grain  trade. 

Another  major  potential  serious  problem  rests  with  the 
requirement  for  Import  controls  to  protect  high  domestic 
agriculture  prices.  The  imposition  of  import  controls  is 
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likaly  to  encourage  retaliation  by  potential  exporters.  The 
retaliation  nay  not  be  in  agricultural  products  but  in 
sanufactiired  goods  or  services  which  will  further  depress 
the  dosestic  economy.  This  situation  would  be  exacerbated  in 
the  event  the  Secretary  of  Agriculture  steps  up  the  use  of 
export  PIK  and  caeh  subsidies  to  sake  up  for  the  failure  of 
a  grain  cartel. 
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STATEMBNT  OF 

DR.  WILLIAM  C.  MOTBS 

SCONOMIC  PERSPBCTIVBS.  IMC. 

BKF(AB  TRB 

SDBOOMIITTBB  OH 

WHEAT.   SOfYBBAMS.  AND  FBED  6RAI1I8 

OF  THB 

CCMMITTBB  ON  ACRIGOLTURB 

U.S.  HOUSE  OF  RBPRESEirrAriVBS 

March  31.  1987 

Thank  you*  Mr.  Chainnan.  I  am  Williaa'C.  Motas  of  EconoBic  Parapactivaa. 
Inc..  McLaan.  Virginia.  Econooie  Parapactivaa.  Inc.  apacialixaa  in  food  and 
agricultural  aconooica  and  haa  conaidarabla  axparianca  in  agricultural  policy. 
I  appraciata  tha  invitation  to  appaar  today  bafora  tha  Whaat.  Soybaana.  and 
Faad  Graina  Subcoaaittaa  to  diacuaa  tha  affact  of  agricultural  coHBodity 
aupply  controla. 

EFI  ia  praaantly  angagad  in  acononic  analyaia  of  fata  prograa 
altamativaa.  Wa  ara  looking  apacifically  at  tha  af facta  of  aupply  controla 
on  Amarican  agricultura.  Wa  ara  axasining  iapacta  of  tha  full  ranga  of 
prograaa.  including  both  voluntary  prograaa  lika  va  hava  today  and  mandatory 
prograaa  auch  aa  thoaa  that  would  ba  authorisad  by  HR  1425. 

Thia  work  ia  baing  dona  in  cooparation  with  tha  Agricultural  Policy 
Working  Group,  a  conaortiua  of  agriculturally  ralatad  conpaniaa  working  to 
halp  inaura  that  any  1987  changaa  in  farm  policy  aoat  af factivaly  utilixa  farm 
prograa  axpandituraa  to  anhanca  tha  haalth  of  tha  agricultural  and  rural 
aconoBiaa.  Tha  atudy  ia  atill  in  prograaa.  Navarthalaaa.  a  faw  praliainary 
obaarvationa  can  ba  wada. 
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P—t  Bgperiiice  with  Supply  Controlg 

Supply  control  prograas  ar«  not  n«r.  They  hmw  btt«n  an  iaportant  fastnt 
of  U.S.  faxB  policy  for  aora  than  50  yaars.  Thair  parpoaa  has  alvaya  baan 
understood  to  be  to  diainiah  tha  aavarity  of  adjuataant  to  aconoaic  ehaaga.  to 
provide  a  short-taxa  buffer  to  cushion  tha  aoat  aavare  abocka  froa  rollar 
coaster  price  avinga.  In  1933,  tha  Secretary  of  Agriculture  Banxy  Vallaee 
described  agricultural  production  controla  aa  *a  taaporary  aathod  of  *i^*n«ig 
with  an  aaergency."  Thia  "taaporary  aethod"  haa  bean  in  use  aoat  of  tha  tiai 
during  the  paat  half  century.  Today,  we  are  conaidaring  aspaadad  aad  even 
aandatory  uae  of  auch  controls. 

Mandatory  production  controla  were  uaed  for  aaveral  eropa  in  tha  aarly 
yeara  of  the  prograas  until  they  were  lifted  during  Vorld  Var  ZI.  Za  tha 
1950s,  they  were  reinatituted  aa  aurpluaea  began  to  aount  after  tha  Koraaa 
War,  but  even  substantial  acreage  reductiona  were  unable  to  prawant  tboaa 
surplusea  froa  growing  large.  New  voluntary  prograas  were  daaigaad  (tha  Soil 
Bask  of  the  1950a  and  paid  diveraion  prograas  of  the  1960a)  to  pmj  prodaean 
to  participate  and  aandatory  prograaa  began  to  loae  aupport.  Thay  vara 
rejected  by  com  growera  in  the  1950a  and  by  wheat  growera  in  the  aarly  1960a. 
By  the  early  1970a»  thay  were  eliainated  for  aoat  cropa  and  are  of  farad  todagr 
only  for  tobacco  and  peanut a. 

Deapite  aaaaive  prograaa  to  reduce  production  and  large  food  aid 
ahipaanta.  aurpluaea  were  a  aajor  problaa  for  aoat  of  tha  1950a  aad  1960a. 
Thay  disappeared  only  with  bad  cropa  and  chaaged  world  aarkat  cooditioaa  of 
the  early  1970a — changea  that  occurred  Juat  aa  tha  prograaa  vara  hmii^ 
substantially  reduced.  Thet  eacport  boca  paaaed  aad  aupply  coatrol  progr^M 
have  bean  uaed  again  in  tha  1980a  on  a  aaaaive  acalo.  Thia  year,  aboat  34 
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■illion  «er«s  will  b«  idl«d  by  coHBodity  progrias.  not  counting  tlM  20  aillion 
acros  of  highly  orodiblo  cropland  corrontly  in  tho  Cen«orv«tion  Rosoxvo. 

This  long  «xp«ri«nc«  with  supply  control  progrMM  contains  sovoral 
▼alnablo  lossons.  Tho  prograas  do  raduco  output,  but  with  substantial 
slippags.  Producors  idls  thsir  worst  land  and  intensify  thair  sf fort  on  that 
plantad.  For  asaapls.  whaat  plantings  doclinad  23  parcant  batwaan  1950  and 
1960  but  production  grow  ona-third. 

Undar  voluntary  prograaa.  raductions  in  acraaga  by  participating 
producars  ara  oftan  partially  of faat  by  incraasaa  by  nonrparticipanta  who 
banafit  froa  tha  prica  incraaaaa  tha  prograa  causaa.  Prograaa  fraquantly 
achiava  only  about  half  thair  targat . raduction  in  plantad  acraaga  and  avan 
saallar  daclinaa  in  output. 

Anothar  laaaon  ia  that  tha  banafits  of  prica  aupport  and  supply  control 
progrsBS  accrua  priaarily  to  tha  largaat  producara.  and  aostly  to  ownara  of 
tha  land  whan  prograaa  ara  astabliahad  or  axpandad.  Land  pricaa  ara  bid  up  aa 
producara  try  to  raduea  coata  by  azpanding  production  and  aust  buy  or  rant 
land  to  incraaaa  thair  prograa  hasa.  Vary  quickly,  aoat  of  tha  incraaaad 
ineoaa  froa  tha  prograa  goaa  to  pay  highar  land  or  rant  coats.  This  offset  is 
particularly  notabla  in  aandatory  prograaa  whan  quotaa  ara  naxfcatabla. 
Tobacco  quotaa  hava  sold  in  racant  yaars  for  aa  auch  mm  $5   par  pound,  or  about 
$10,000  par  acra. 

Thara  is  littla  avidanea  that  tha  coaaodity  prograaa  hava  incraaaad  tha 
rata  of  ratum  to  fara  aaaata  in  tha  long  run  bacausa  of  thair  iapacta  on  land 
coata.  which  both  aaka  it  aora  difficult  for  young  faraara  to  buy  faxas  and 
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iner«Afl«  th«  d^t  load  of  thm   faxa  sector.  1  Prodoeora  tbtn  b«eoa 
upon  continaod  high  Icvols  of  gOT«rBB«iit  support  to  jostifj  thtix  iaitlal 
invostaont,  «nd  thajr  «r«  aoro  ▼ulaorablo  to  th«  vhias  of  polielas  or  aaxlMt 
shifts.  Ths  farm  rccsssion  of  ths  psst  5  yssrs  tmplj  dsaoostrmtas  tbm  dma^/u 
of  fsra  d^t  growth  hassd  on  iaflstsd  land  vsluas. 

A  third  asjor  losson  froa  past  supply  control  af forts  is  that  vhila  thsf 
can  incraaaa  farm  incoaa  in  tha  short  nm.  thay  hava  harsfnl  lonftaoi 
affacts.  both  on  faraara  and  tha  broadar  agricultural  and  rural  acoDO^.  Tha 
Unitad  Stataa  aacporta  roughly  ona-third  of  ita  agricultural  product,  aad  for 
■any  prograa  cropa  tha  ahara  ia  uuch  graatar.  By  aupporting  pricaa  aad 
raatrieting  our  output,  va  aneouraga  otbar  nations  to  axpaad  tbair  arr— ga  aai 
invaat  in  uarkating  infraatructura. 

Thaaa  raaponaaa  do  not  occur  iaaadiataly.  Thara  ia  eoaaidarabl«  dabcta 
about  thair  aisa— about  hov  rasponsiva  foraign  production  and  daaand  ara  ta 
changaa  in  U.S.  pricaa.  Sararal  racant  atudiaa  iaply  that  tha  ifaaand  for  O.f. 
whaat  and  faad  grain  axporta  ia  quita  rasponaiva  to  changaa  in  tha  U.S.  pries 
that  paraiat  awv  a  pariod  of  aora  than  1  yaar.  auggaating  that  a  10  pareaat 


1  In  tha  vorda  of  Profaaaor  D.  Gala  Johnaonx 

"Aftar  a  prograa  of  highar  pricaa  ia  in  af  fact,  tha  rata  of  rataca  aa 
aaaata  is  tha  aaaa  a«  baforc.  Tha  only  diffaranea  ia  that  aora  capital 
ia  raqairad  to  hava  aii  «conQalc  aisad  unit.  It  haa  navar  baan  elaar  ta 
■a  vhy  thara  vaa  any  aignificant  aocial  gain  eraatad  by  incraaalng  tha 
prica  of  land  gr  wfay  va  viahad  to  hava  policiaa  that  Increuvd  the  aaaaat 
of  capital  raquirad  for  a  fara  of  aufficiaat  aisa  to  prorida  fata  paapla 
with  tha  aaaa  raal  incoaa  aa  coaparabla  noafara  paopla." 
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iacvmam   in  th«  U.S.  pric«  will  reduce  U.S.  export  toIom  hj   10  percent  or 
■ore  end  therefore  aey  not  benefit  export  revenoee.S 

The  eherp  reduction  in  U.S.  exports  eiaee  1980  provides  etroag  evidence 
of  export  deaand  reeponeivenese.  Bsceletion  in  the  effective  U»8«  price  (in 
iaporting  netione'  currency)  due  to  inereeees  in  the  Telue  of  the  dollar  end 
rising  price  support  levels  in  the  1981  fera  bill  wes  followed  by  sharp 
reductions  in  U.S.  exports  beginning  in  1981.  Not  only  did  total  agricultural 
trade  decline  as  isporters  increased  production*  but  the  U.S.  narket  share  for 
■ost  crops  fell  dranatically.  Between  1981  and  1986»  the  United  States 
reduced  wheat  output  19  nillion  tons*  while  our  coapetitors  continued 
expanding  production. 

U.S.  Share  of  Vorld  Trade  for  Selected  Co—odities 

t  t  t                   t  t      I      t         I 

Tear  1/:  Wheat  t  Com  :  Sorghun  :  Barley  :  Oats  :  Rice  :  Soybeans  t  Cotton 

"  8  ;  :       t  I      I      I        I 

—  percent  

: 

1980  :  42.5  71.8     52.5      9.9  15.0    22.9  82.0      30.1 

1981  :  44.7  69.6    46.9     11.0  8.7    22.0  80.3      32.5 

1982  :  38.4  70.8     45.7     5.9  5.3    19.2  85.6      26.8 

1983  :  35.4  71.8     49.5      9.9  2.5    17.3  86.4      35.3 

1984  :  33.4  64.8     58.1     7.2  0.8    17.5  76.9      30.6 

1985  :  25.9  51.2     51.4     2.1  2.1    15.3  65.4       9.6 

1/  Based  on  aggregate  of  different  narketing  years  in  exporting  countries. 
Source;  U.S.  Departaent  of  Agriculture. 

Not  only  do  production  controls  tend  to  raise  costs*  reduce 
conpetitiveness,  and  reduce  long-tera  naricet  growth*  but  even  their  short-run 
benefits  exclude  wuch  of  the  broader  agricultural  ccaaunity  whose  support  is 


7 

An  extensive  review  of  the  literature  is  provided  by  Walter  Gardiner 
and  Praveen  Dixit  in  Price  Elasticity  of  Bxport  Peaand>  Coiyepts  and 
Katiaates.  Econonic  Research  Service*  U8DA*  f  ABR  No.  228*  Feb.  1987. 
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••••ntlal  for  •£  fieimt  product  ion.  Tho  costs  of  cooaodity  protrsas  ax*  1 
not  only  by  fmxmmtm   and  tazp^«rs»  b«t  also  by  afrieiiltural  oxportars* 
fortilisor  and  sood  ccwpani— ,  oquipBont  ■amafactiirors.  and  aaiji  atraat 
buainassas  throughout  rural  Asariea.  la  an  aaaaaaaont  of  ita  1983  PajaaiU  lar 
Kind  (PDC)  progran.  tha  Dapartsant  of  Agricultura  aatiaatad  that  50,000  joha 
wara  loat.  fara  input  salas  vara  down  10-15  parcant  and  food  coata  mmf  hava 
incraaaad  aa  Buch  aa  1  parcant  dua  to  tha  progriB.  Llvaatock  prodneara 
auffarad  tha  coabinad  affacta  of  PDC  and  a  drought*  forcing  faad  coata  aad 
slaughtar  ratas  up.  Vhila  crop  producara  aay  banaf it  in  tha  abort  run  froa 
such  larga  aupply  control  afforta*  thara  ara  coata  to  aaaj  othara  la  tha 
acoaoay  which  auat  ba  conaidarad. 

In  abort*  tha  raeord  of  larga  aupply  control  prograaa  baa  not  baaa 
antiroly  poaitiTa.  At  baat*  thay  bava  proiridad  ahort-tara  raliaf  froa 
pariodic  inatability.  At  worat*  thay  bava  inhibitad  adjuataanta  to  chaining 
aconoaic  circimatsDcow  and  bava  daaagad  tha  baalth  aad  coapatitlvaaaaa  of  tha 
agricultural  aad  rural  acoaoay* 
Ourrmt  Policy  Dabats 

fara  policy  ia  now  baing  dabatad  in  a  cliaata  of  iaeraaaing  fruatratiaa. 
fara  failuraa  continua  at  high  lavals*  daapita  iaprovaaanta  ia  ineuaa* 
bports  of  aaaj  cropa  continua  to  ba  dapraaaad*  daapita  lowar  prica  auppact 
lavals  and  larga  axport  proaotion  prograaa.  fara  prograa  coata  coatiaaa  at 
raeord  lavola. 

In  auch  a  cliaata*  it  ia  aot  aurpriaiag  that  propoaala  for  chaaga  abooad. 
Littla  aora  than  a  yaar  aftar  adaption  of  tha  1985  fara  bill*  ealla  for  ai^or 
rariaiona  in  agricultural  lagialation  ara  racairing  aarioua  attaatioa*  Thmm 
ranga  froa  propoaala  to  "daconpla"  fara  production  f roa  fara  iacoaa  auppmt 


Digitized  by 


Google 


681 


and  •liainat*  «11  supply  control  of forts  to  proposals  to  asko  supply  controls 
■sndstory  snd  boost  support  prieos  to  80  poresnt  of  parity*  It  is  iaporativs 
that  Congross  consider  thoroughly  tha  acoooaie  iaplications  of  such  proposals 
bafora  aabariLing  on  any  such  aajor  shifts  ia  policy* 

Fortunataly.  aconoaie  analysas  of  aaaj  of  thasa  policy  altamativas  ara 
widaly  availabla.  parhaps  aora  so  during  tha  currant  policy  dabata  than  in 
1985.  Savaral  groups,  including  aconoaists  at  Hiasouri  and  lova  Stata.  Taxas 
A&M,  Rasourcas  for  tha  Futura*  USDA,  and  alsavhara  hcva  analysad  tha  ispacts 
of  mandatory  supply  controls  and  othar  policy  optiona*  And,  thara  ara  broad 
araas  of  agraaaant  aaong  thasa  stadias* 

First,  whila  no  ona  is  pradicting  a  ratum  to  tha  boca  yaars  of  tha 
1970s,  aost  analysas  pro j act  iaprovaaant  in  tha  agricultural  aconcay  ovar  tha 
naxt  savaral  yaars  if  currant  policias  ara  coatiauad*  Report a  alraady  hcva 
increasad  for  cotton  and  rica,  and  ahaat  and  faad  grains  could  bagin  to 
racovar  this  yaar  as  wall.  Tha  daelina  in  faraland  pricaa  ia  sloviag  aad 
could  bottoa  out  this  yaar  or  nast.  Thus,  whila  tha  situation  will  raaaia 
difficult  for  tha  aost  highly  indabtad  producars,  anch  of  agricultura  could 
bagin  to  axparianca  aconoaic  racovary  bafora  any  aajor  nav  fara  policy  could 
taka  affact. 

Thara  is  also  consansus  aaong  aconoaiats  concaming  scaa  of  tha  iapacta 
of  tha  aandatory  supply  control  approach  in  HR  1425.  Thasa  iacludas 

o  Satiaf  it  to  ptoftran  ctop  produc^o  -  Prograa  coaaodity  producars  would 
hava  highar  naar-tara  incoaa  froa  sharply  incraaaad  loan  rat as.  Tha 
largast  producars  would  racaiva  tha  aost. 
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o  Cot  to  IJT— tock  and  pool  try  prodocTg  -  Livastoek  pzodncttrs  would  kt 
•qooosod  sharply  hj  highor  food  coots  sad  lovor  pricoo  for  tho  short- 
tora  as  thoj  slsnghtor  brooding  stock, 
o  Pojltlv*  iapact  on  £*!■  incooa  -  On  balsaeo*  aot  faza  JBCoas  eovld  bo 
Incroasod.  probsbly  by  sororal  billion  dollars  por  yoar  for  tho  first 
fov  yoars* 
o  Consunor  cost  -  Doaostic  food  pricoo  voold  riso  sohstaBtlally  aftor 
tho  first  yoar.  Vithin  a  fov  yoars  thsy  covld  bo  5  to  10  porcoat 
highor  than  oador  corront  policy.  Tho  ineroaoo  in  food 
eovld  f orco  sobs  coasiaors  to  cut  consoBption  ovon  thoogh 
ospoadituros  aro  highor*  with  tho  groatost  Inparfs  on  low 
consoBors. 
o  Bonof  it  to  cnrront  landownors  -  Oarront  ownors  of  f atBlaad 

not  thoy  aro  fanily  faaors,  would  bonof  it  frow  incraasos  in  land 
▼alooa  and  rants  caaaod  by  tho  progran*  Itetnro  landswnars  and  ran 
woold  pay  this  cost*  probably  off  sotting  nj  bonof  its  froB  highar 
pricoo  snd  looor  ratoa. 
Thoro  is  loss  consonsns  mm  to  tho  Inpart  of  HK  1425  ob  fam 
and  agricultural  axporta.  Moch  of  thia  is  duo  to  tho  roqairoBont  of  tho  bill 
that  tho  United  Stat  as  sook  to  nogotiato  an  axport  cartol  with  our  Bijor 
coBpotitora.  8obo  analyaoa  assuno  thia  is  possiblo*  in  whieh  mmmmm   tho  ItaitBi 
Statoo  could  naintain  axport  narkot  sharoa  but  avoid  tho  coots  of  aiibaidlBlBg 
agricultural  axporta.  Undor  thia  assiaption*  U.S.  farn  progrsB  coots  would  bo 
roducod  dranatically  vhilo  U.S.  oxporta*  in  valuo  tosna.  would  ineroaBO*  at 
loaat  in  tho  noar  torn. 
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V«  b«liflnr«  that  history  shows  tho  asaiaptioa  of  «a  «xport  eartol  to  b« 
unroslistie  and  thst  it  wotad  b«  aisloodisg  to  baso  ogr  sasljsis  of  th«  bill's 
iapacts  upon  such  s  plsa.  Not  oas  but  ssvsrsl  esrtsls  with  diffsrsnt  Bszkwt 
plsjsrs  for  osch  cowwodity  wovld  bs  rsqoirod.  To  safores  sqr  dsgrss  of  world 
■sxkst  shsring.  ths  Unitsd  8t«t«s»  Csnads.  Anstrslis,  Acgsntias*  sad  tbs 
Buroposn  fo— unity  would  hers  to  sgrss  to  shsrs  ths  whsst  aszkst  sad  ths 
Uaitsd  Ststss,  Tbsilsnd.  Sooth  Afries,  Csasds*  Acgaatias*  sad  probsbly  ths  IC 
would  hcvs  to  sgrss  oa  fssd  grsia  asxkst  shsrss.  Isch  of  thsss  couatriss  hss» 
to  oas  dsgrss  or  saothsr.  rsfossd  to  shsrs  asri^ts  or  eoatrol  sxports  ia  ths 
psst.  Tssrs  of  Bsgotistioa  fsilsd  to  prodoes  sa  iatsrastioasl  sgrssBsat  oa 
biif for  stocks  of  whsst.  sad  ths  issass  iavslwsd  ia  s  csrtsl  asgotistioa  aow 
would  bs  fsr  aors  coatsatious*  Ths  chsaess  of  sucesssfully  asgotistiag 
ssvsrsl  coaplicstsd  esrtsls  saoag  sll  thsss  eouatriss  ia  ths  assr  futurs  srs 
SKCssdiagly  rsaots. 

Furthsxaors*  svsa  sssuaiag  esrtsls  could  bs  dssifasd*  saforcsasat  would/' 
bs  sxtroBsly  difficult.  ZaesatiTSs  to  chsst  tsad  to  bs  Isrgs*  ss  OPlC's 
rscsat  sspsrisBCS  dsaoastrstss.  Aad»  sa  sgricultursl  coaaodity  csrtsl  hss 
Buch  less  chsacs  of  succsss  thsa  oas  for  s  ooarsaswsbls  eoaaodity  liks  oil  for 
which  isportsrs'  supply  rsspoasss  srs  Tsry  slow.  Thsrs  is  hugs  potsatisl  to 
sxpsad  grsia*  cottoa,  or  oilsssd  productioa  ia  asaj  srsss  of  ths  world  if' 
pricss  srs  high  saough.  Hsjor  sxportsrs  secooat  for  loss  thsa  40  psrcsat  of 
world  whsst  sad  fssd  grsia  productioa*  Ivsa  if  chsstiag  saoag  csrtsl  asabsrs 
wsre  svoidsd,  csrtsl  asabsrs  could  sxpsct  to  suffsr  froa  dseliaiag  sxports 
within  s  fsv  yssrs*  sad  ths  csrtsl  would  bs  liksly  to  collspss  of  its  owa 
wsight  ss  export  asxfcsts  fsll*  Ths  iapscts  of  such  s  policy  fsilurs  oa  ths 
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stability  of  th«  U.S.  agricultural  aconoay  and  world  aarkata  would  ba  vary 
aarioua* 

Without  an  asport  cartal»  HR  1425  raquiraa  aggraaaira  uaa  of  axport 
•ubaidiaa  to  aaintain  HariLata*  Thia  would  ineraaaa  tha  bill 'a  eoata  aad 
aliainata  any  aacport  advantaga*  U.S.  axport  aubaidiaa  could  eauaa  otbar 
axportara  to  rataliata  with  aubaidiaa  of  thair  own*  raaulting  in  mwma   lowar 
world  pricaa  and  highar  budgat  coata  than  undar  currant  policy. 

Our  analyaia  aaauaaa  that  U.S.  axport  aubaidiaa  would  hold  aatporta  at  tha 
lavala  of  currant  policy  and  that  covpatitors  would  not  rataliata  diraetly* 
laaring  world  prica  lavala  about  tha  aana  ab   undar  currant  policy.  Naarly  all 
fara  program  coata  would  ba  froa  aacport '  aubaidiaa*  but  eoata  of  foraign  aad 
donastie  food  aaaiatanca  prograaa  would  riaa  aubitantially  mm  wall. 

Thia  praliainary  analyaia  of  tha  ispacta  of  HR  1425  auggaata  it  would 
ineraaaa  budgat  coata.  Initially,  tha  bill  could  ba  laaa  eoatly  than  eurxaat 
poliey*  but  tha  raquirad  aacport  aubaidy  would  riaa  aa  loan  rataa  ineraaaa  ia 
aubaaquant  yaara.  Tha  bill 'a  eoat  would  aurpaaa  that  of  currant  prograaa 
within  2  or  3  yaara*  in  part  bacauaa  at  tha  aaaa  tiaa  eoata  of  currant  policy 
would  daclina  with  daeliniag  target  pricaa. 

Va  baliava  aavaral  other  areaa  of  concern  to  ba  vary  iaportant* 
including: 

o  Rural  co— unitiea  "  The  bill 'a  iapacta  would  ba  aizad.  Cn— iinltiaa  ia 
aajor  crop  producing  regiona  would  benefit  frea  tha  iaeraaaad  incoaa 
froa  crop  aalaa*  aoaa  of  which  would  ba  apant  locally.  Iaeraaaad 
f araland  Taluas  would  reatore  aoaa  of  tha  property  taic  baae  of  thoaa 
coaaunitiea  and  reduce  fara  and  bank  failurea.  Rural  r  i—uii  1 1 1  aa  ia 
livestock  producing  areaa  could  suffer*  however*  aa  livaatock 
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produesrs  «r«  squattscd  by  high  ftt«d  costs  sad  shoxt-tsza  rsductions  in 
liTSStoek  pricM.  TIm  liTMtoek  traasitioD  progrMi  proposed  in  thm 
bill  vould  hslp  postpoDs  mamm  of  thsso  probl«M»  b«t  not  oliaiaato 
tb«B. 
o  Agricqltiirslly  rolstod  indntri—  -  Ivon  with  aggrsssivo  sxpoxt 

■Axkoting*  plsatod  aerosgo  and  production  of  progran  eosBoditios  voold 
daclina  significantly  bacanas  of  raducad  doaaatic  daaaad.  By  1991  • 
doaa  to  100  nillion  aeraa  covld  ba  aat  aaida  nndar  HK  1425 •  not 
counting  a  Conaaxyation  Raaaxra  of  45  Billion  aeraa*  Tha  iapact  of  an 
aeraaga  radnetion  of  this  aagnitnda  en  indnatriaa  that  anpply  fara 
iapata — aapacially  fartilisara.  aaada.  and  chaaicala— voold  ba  hnga. 
It  likaly  wotad  naan  aavaral  faondrod  thonaand  joba  and  aavaral  billion 
dollara  worth  of  incoaa  loat  in  thaaa  indnatriaa* 
o  Macroaconoaic  affacta  -  HR  1425  conld  hcva  aignif icant  iapacta  on  tha 
aacroacoaoay*  Tha  5  parcant  incraaaa  in  food  coata  coold  ineraaaa  tha 
overall  inflation  rata  by  about  1  parcant  and  affaet  tha  antira  0*8* 
aconoay*  It  vould  raiaa  tha  coat  of  all  govamaant  prograas  which  ara 
indaaad  to  inflation*  Furthaxaora*  ainea  tha  bill  would  raquira 
strict  liaits  on  iaports  of  agricultural  aad  food  producta*  it  would 
inrita  rataliation  fraa  aajor  trading  partnara.  vith  conaaquant  daaaga 
to  U*8.  axport  induatriaa  including  agriculture* 
In  suaaary.  tha  aaadatory  aupply  control  approach  of  farad  in  HK  1425 
conld  hava  significant  short-taxa  banaf its  to  prograa  crop  producara.  faralaad 
ovnars.  and  soaa  rural  coaauaitias.  Hovavar*  thasa  bonafita  vould  coaa  at 
aubstantial  cost  to  liwaatoek  prodoears.  conaiaara*  tazp^ara.  agricultural 
aupply  induatriaa.  and  tha  braadar  aconoay. 
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STATEMEHT 

on 

NANDATORT  AGRICULTURAL  PRODUCTION  CONTROLS 

AND  H.R.  1425 

before  tho 

SUSCONMITTEE  ON  HHEAT,  SOYBEANS,  AND  PIED  GRAINS 

of  tho 

HOUSE  COMMITTEE  ON  AGRICULTURE 

for  tho 

U.S.  CHAMBER  OP  COMMERCE 

by 
Stuart  B.  Hardy 
March  31,  1987 


Th«  U.S.  Chaaber  of  CoHBerca  welcoaaa  this  opportunity  to  atata  its  vlavs 
on  tha  coneapt  of  aandatory  production  controls  and  on  H.R.  1425,  tha  Paaily 
Para  Act.  This  subject  is  of  great  concern  to  the  Chaaber  because  nearly  one 
fifth  of  its  approxlaately  180,000  aeabers  is  Involved  In  food  and  fiber 
production,  distribution,  and  aanufacturing.  Chaaber  aeabers  repreaant  all 
aegaents  of  the  agricultural  chain,  including  supply  industries,  fara  and 
ranch  producers,  coaaodity  traders  and  brokers,  and  food  and  fiber  procaaaors, 
distributors,  wholesalers,  and  retailers. 

Para  producers  are  the  cornerstone  of  this  interdependent  food  and  fiber 
industry,  and  tha  aconoaic  vall-baing  of  all  fara-related  busineaaaa 
ultiaately  depends  on  their  prosperity.  This  fact  is  fully  appreciated  by 
scores  of  local  chsabers  of  coaaerce,  which  have  witnessed,  firsthand,  tha 
ripple  effects  of  the  six-year  fara  depression  on  "Main  Street"  buaineasaa  and 
on  the  whole  social  and  aconoaic  fabric  of  niral  coaaunities. 

Despite  the  record  |26  billion  in  federal  outlays  for  coaaodity  prograaa 
in  Piscal  Tear  1986  and  a  siailar  projected  outlay  in  the  current  fiacal  year, 
U.S.  agriculture  continues  to  suffer  froa  depressed  export  ealas,  declining 
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crop  prlc«8  and  lAnd  valiMt,  and  vast,  burdansoaa  earryovar  atocks*  Am  aany 
obaarvera  hava  notad,  fara  producara  ara  tha  vtetlaa  of  thair  own 
productivity.  Fraah  approachaa  to  eoaaodlty  policy  ara  naadad  If  faaily 
faraera  ara  to  aurrlva,  and  tha  Chaabar  applatada  tha  Suhco— Ittaa'a 
determination  to  explore  new  aethoda  of  raatorlng  profitability  to  producara 
of  wheat,  feed  gralna,  and  aoybaana. 

Unfortunately,  tha  concept  under  eonaldaratlon  today— aaadatory  production 
controla — off era  little  proapact  for  lonc-tara,  auatainabla  iBprovaaant  in 
producer  Ineoae  but  f oreea  anoraoua  coata  and  adjuataanta  on  fara-relatad 
bualnaaaea,  eonauaara,  and  tazpayara*  Tha  notion  that  goTamaant  can 
mlcro-aatiAge  the  fara  aeonoay  by  aeana  of  controlling  doaaatlc  production 
aaauaea  that  govamaent  can  deteraine  and  enforce  optiaal  production, 
utilisation,  trade,  and  price  levela  In  the  context  of  a  dynaaiCf  global  food 
econoay.  Hlatory  dlacredlta  thla  aaauaption  by  conaiatantly  deaonatratlng 
that  fara  price  and  aupply  controla  reault  In  dlaaquilibrittB  in  the  food 
econoay  and  that  the  greater  the  control,  the  worae  tha  iabalanca* 

Production  control  prograaa  can  take  aany  foraa,  but  for  purpoaaa  of 
clarity  I  ahall  raatrlct  ay  eoaaenta  to  thoaa  faaturea  of  H«R«  1425  that  ara 
within  the  Jurladlctlon  of  the  Subcoaaittee  and  that  aoat  concern  tha  Chaabar. 

Producer  Referenda  Are  Unfair,  Inappropriate 

Under  H.R.  1425,  producara  of  prograa  cropa  will  vote  in  referenda  every 
fourth  year.  If  a  aajorlty  vote  in  favor  of  a  aupply  aanageaent/aarkating 
certificate  prograa,  it  will  be  in  effect.  If  not,  the  current  fara  law  will 
apply.  However,  not  all  affected  part lea  would  be  paraittad  to  participate  in 
referenda.  For  ezaaple,  fara  auppliara  have  a  aajor  ataka  in  production 
controls,  but  they  would  be  dlaenfranchlaed,  as  would  other  aectora  of  the 
fara  and  rural  econoay,  eonauaara,  and  tazpayera.  Producer  referenda  aay  be 
appropriate  aethoda  of  deteraining  coaaodity-apeclfic  iaauea,  auch  aa 
check-off  prograaa,  but  crop  price  and  aupply  dadaiona  affect  the  public  at 
large.  Theae  declalona  ahould  be  aade  by  Congreaa  in  an  open  procaaa,  auch  mm 
thia  hearing,  where  coapetlng  Intareata  can  be  heard  and  reconciled* 
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Parity  Prict  Ind&x  I>  No  LoniT  •  Ugeful  H— ur«  of  Para  Pgoaprity 

Undor  H.R.  1425,  ths  parity  prlca  indaz— a  ratio  of  prleaa  paid  to  prlcaa 
racolved  by  faraara— -voold  be  raatorad  In  law  aa  tha  dataminant  of  crap  prlea 
aupport  loan  levala.  Mlnlaua  loan  rataa  would  ba  aatabllahad  at  70  parcant  of 
parity  in  1988  and  would  ba  incraaaad  by  ona  parcant  annually  tharaaftar  up  to 
a  narliw  of  80  parcant  of  parity. 

Tha  parity  indaz  haa  baan  racalculatad  on  aararal  occaaiona  ainca  ita 
inception,  baaad  on  pricaa  and  coata  during  tha  period  1910-1914*  Howavar, 
there  ia  aaple  cauae  to  doubt  whether  thia  index  ia  atill  a  uaeful  coapariaon 
of  fera  and  nonfara  inccaa  given  the  enoraoua  changea  in  yield  per  acre, 
production  coata,  apecialisation,  and  tha  ralationahip  of  faraara  to  tha 
general  aconoay* 

Moreorer,  the  bill* a  focua  on  the  price  par  buahal  of  a  coaaodity  ia 
groaaly  aiaplaced.  A  producer* a  incoaa  dapenda  on  hia  or  her  return  on 
inveataent,  and  the  unit  price  of  a  coaaodity  becoaea  leaa  and  leaa  a  relevant 
aeaaure  in  a  technology-driven  global  aconoay.  Conaaquantly,  policyaakara 
ahould  focua  on  ainiaiEing  production  coata  and  atiaulatiag  aarkata,  rather 
than  netting  artificial,  per-unit  pricea. 

International  Pood  Cartel  la  Highly  Unlikely 

Under  H.R.  1425,  the  Prealdent  ia  required  to  enter  into  aultilataral 
negotiationa  with  other  food  exporting  nationa  to  incraaae  world  aarkat  pricaa 
and  preaerve  aarkat  aharea.  If  after  nine  aonthe  aa  agraaaant  haa  not  baan 
reached,  then  the  Secretary  of  Agriculture  would  be  aandatad  to  aaploy  export 
aubaidiea  and  Invoke  Section  22  iaport  raatrictiona  and  other  trade  barriera. 

It  ia  very  unlikely  that  a  price  and  aarkat-ahariag  cartel  could  auatain 
Itaelf ,  given  the  large  nuaber  of  food  trading  nationa  and  the  increasing 
ability  of  nearly  every  notion  to  feed  itaelf  if  the  price  incentive  ia  high 
enough.  Nor  ia  it  likely  that  the  aajor  agricultural  exportera  would  bargain 
in  good  faith.  The  Caima  Group  of  fourteen  aajor  exporting  nationa  haa 
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rejected  the  notion  of  export  aarket  therlng,  end  even  the  European  Co— unity, 
whose  officials  often  eabrace  aarkat  sharing,  will  likely  have  aore  to  gain  by 
the  failure  of  the  negotiations  called  for  In  H.R*  1425.  In  any  case,  there 
can  be  no  reasonable  doubt  that  the  laposltlon  of  Section  22  laport 
Teattictioaa  would  spark  retaliation  and  counter*retallatlon  with  aplUover 
effects  throughout  the  entire  world  trading  syatea.  History  teaches  thet 
cartels  are  not  successful  when  supplies  are  aaple*  Given  the  current  world 
food  production  surpluses,  nultllateral  ■arket-share  agreeaents  cannot  be 
sustained.  Further,  It  seeas  grossly  Inappropriate  for  the  U.S.  to  assuae 
world  leadership  to  raise  the  price  of  food  for  other  nations. 

The  Chaaber  strongly  supports  aultllateral  agricultural  negotiations — not 
to  create  a  price  and  aarket-sharlng  cartel — but  rather  better  to  define  rules 
of  trade,  curb  export  subsidisation,  and  strengthen  dispute  resolution 
procedures.  The  U.S.  should  not  continue  unilaterally  to  aake  supply 
adjustaents  for  the  whole  world.  The  Uruguay  Round  of  negotiations  under  the 
General  Agreeaent  on  Tariffs  and  Trade  offers  an  opportunity  to  deal  with 
world  supply  labalance  and  unfair  trade  practices  on  a  aultllateral  basis. 

Rural  Co— unities  Would  Suffer 

At  first  glance,  H.R.  1425  appears  to  offer  a  draaatlc  laproreaent  fara 
Incoae  while  cutting  govemaent  expenditures.  By  ellalnatlng  deficiency 
payaents  and  doubling  coaaodlty  prices,  H.R.  1425  In  one  step  boosts  fara 
incoae  77  percent  and  cuts  govemaent  spending  by  as  auch  as  |12  blUlon  In 
Fiscal  Tear  1989,  according  to  a  staff  report  by  the  Food  and  Agricultural 
Policy  Research  Institute  (FAPRI).  ll 

However,  auch  of  the  govemaent  cost  savings  depends  on  the  establlshaent 
and  successful  operation  of  an  International  price  and  aarket-sharlng 
agreeaent.  Absent  such  an  agreeaent,  govemaent  costs  would  actually  be  far 
higher  than  costs  under  existing  law  because  the  Secretary  would  be  required 
to  provide  cash  or  In-klnd  export  subsidies  to  aalntala  current  aarket  share. 
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The  FAFRI  report  alto  states  that  the  bill  would  require  a  substantially 
larger  cutback  in  acreage  than  under  current  law  because  higher  prices  vlll 
dampen  doaestic  usage  and  export  deaaad*  This  would  haTS  dire  consaquancas 
for  farm  supply  businesses,  such  as  fertiliser,  seed,  cheaical,  sad  eqoipaent 
dealers.  Meanwhile,  sharply  higher  crop  prices  would  penalise  food  procaaaors 
and  other  users  of  coaaodities.  In  other  words,  fara  incoaa  would  rlsa  at  the 
expense  of  fara-related  businesses,  the  workers  whoa  they  aaploy,  and 
consuaers. 

The  National  Center  for  Food  and  Agricultural  Policy  recently  issoad  a 
study  based  on  FAFRI  research  that  indicated  even  aore  startling  iaplicatioos 
of  the  Faaily  Fara  Act.  2/  Becauae  of  the  idling  of  between  106  aillioa-127 
all! ion  acres  (roughly  the  coabined  faraland  of  Montana,  Iowa,  and  Illlaois), 
about  two  aillion  Jobs  and  |64  billion  in  food  and  agriculture-'sector  incoaa 
could  be  lost.  The  Center  also  points  out  that  enforceaaat  of  aandatory 
production  controls  would  be  difficult  and  costly  becauae  incentiTas  to 
circuBvent  the  ays tea  would  be  high.  The  bill  would  ezacerbata  the  troubled 
welfare  prograa;  food-induced  inflation  would  raise  the  coat  of  tha  ainiaua 
diet,  the  cost  of  the  food  ataap  prograa,  the  poverty  level,  and  the  coat  of 
inflation-indexed  aocial  aecurity  prograaa. 

Other  atudies  of  H.R.  1425,  conducted  by  Texaa  A&M  University  3/  and  by 
tftie  U.S.  Departaent  of  Agriculture ,4/  coaa  to  siailar  conclusions:  prodacara 
of  progrsa  coaaoditiea  would  benefit,  but  at  the  cost  of  other  sectors  of  tha 
food/ fiber  econoay  and  the  rural  coaaunities  that  depend  on  fara-ralatad 
buainesses. 

Coala  and  Policiea 

In  the  1930* a  and  1940* a,  when  aandatory  production  controls  and 
parity-based  support  prices  characterised  U.S.  fara  policy,  aoat  faraa  had 
both  crops  and  anlaal  production,  and  support  for  crop  prices  aasaatlally 
helped  all  faraera.  Today,  aa  a  result  of  specialisation,  leas  than  half  of 
all  faraera  benefit  froa  coaaodity  prograaa.  Conaaquantly,  attaapta  to 
intervene  in  one  crop  aector  increaaingly  disrupt  other  aagaenta  of  tha  total 
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fara  and  agrlbuslnaflt  •eonoay  in  ways  tliat  no  ona  anticipatad.  Thaaa  ctaangas 
■aan  that  a  atratagy  to  raatora  fam  proaparlty  auat  ba  laaa  on 
coaBodlty-apaclflc  prograaa  and  nora  on  trada  and  ■acroaconoaJc  factors  that 
govam  Intamatlonal  aarkata. 

Uhan  H.R.  1425  was  introducad  on  Fabruary  5,  19879  its  principal  sponsor, 
Repreaantativa  Gaphardt,  said  that  his  basic  goal  is  that  of  "praaarring 
opportunity  for  a  good  lifa  in  rural  Aaarica."  Tha  Chaabar  fully  supports 
this  goal  but  auggeats  an  altamativa  aaana  of  achiaving  it*  Spacificallyy  it 
recoaaanda  that  Congraas  ganarally  stay  tha  coursa  of  currant  law  through  tha 
1988  crop.  In  tha  aaantias,  it  urgaa  you  to  eontinna  to  aatplora  aathods,  such 
aa  those  outlined  by  Senator  Boschwits  in  taatiaony  to  thia  Subcoaalttaa  oik 
Harch  12,  of  breaking  tha  linkage  between  inccaa  and  production  and  proriding 
direct  support  of  faraera*  iacoaes.  Policyaakers  should  shift  their  focus 
froa  the  product  to  the  producer,  froa  coaaodity  prices  to  fara  and  rural 
Incoae. 

Thank  you  for  thia  opportunity  to  preaent  the  Chaaber*s  views  to  the 
Subccaaittee. 


1/  Coaparative  Analysis  of  Selected  Policy  Optiona  for  U>S.  Agriculture. 
Food  and  Agricultural  Policy  Research  Inatituta,  University  of  Missouri 
and  Iowa  State  Univeraity,  FAPRI  Staff  Report  #1-87,  February,  1987. 

2/  Th<  1965  FJra^ 111  Revlsttedi  Hldcoura*  Confection  or  Stay  the  Courte. 
Hattonal  Cen tar  l^r  Food  and  Agrlculturai  Policy »  Resources  for  tha 
Future,  Vaahington,  D.C.,  February,  1987. 

3/  Policy  Alternativaa  for  HodlfTltig  the  19B5  Fara  Bill.  Agricultural  and 
Wood   Policy  Center,  Taxaa  A&tl  University »  January,  1987* 

4/  AAriculturfc'a  Links  to  the  Watlonal  Econoajr-^lBCoaa  and JEapIoyaent, 

Ecoa^o«le  ReaeaTclTT^rvlce,  U.S.  l>epart»eTit  Vf  Agri  culture /Agricultural 
Inforaetion  Bulletin  #504,  October,  1986. 
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The  U.S.  Chaaber  of  Coamerce  is  the  world's  largest 
federation  of  business  coapanies  and  associations  and  Is  the 
principal  spokesaan  for  the  Aaerican  business  coaaunlty.  It 
represents  approziaately  180,000  businesses  and 
organizations 9  such  as  local/state  chambers  of  coaaerce  and 
trade/professional  associations. 


More  than  91  percent  of  the  Chaaber's  aeabers  are  saall 
business  firns  with  fever  than  100  eaployees,  58  percent  with 
fever  than  10  eaployees.  Yet,  virtually  all  of  the  nation's 
largest  coapanies  are  also  active  aeabers.  We  are 
particularly  cognizant  of  the  probleas  of  saaller  businesses « 
as  veil  as  issues  facing  the  business  coaaunity  at  large. 

Besides  representing  a  cross  section  of  the  Aaerican  business 
coaaunity  in  teras  of  nuaber  of  eaployees,  the  Chaaber 
represents  a  vide  aanageaent  spectrua  by  type  of  business  and 
location.  Each  aajor  classification  of  Aaerican 
business — aanufacturing,  retailing,  services,  construction, 
vholesaling,  and  finance — nuabers  aore  than  11,000  aeabers. 
Yet  no  one  group  constitutes  as  auch  as  29  percent  of  the 
total  aeabership.  Further,  the  Chaaber  has  substantial 
aeabership  in  all  30  states. 

The  Chaaber's  international  reach  is  substantial  as  well.  It 
believes  that  global  interdependence  provides  an  opportunity, 
not  a  threat.  In  addition  to  the  56  Aaerican  Chaabers  of 
Coaaerce  Abroad,  an  increasing  nuaber  of  aeabers  are  engaged 
in  the  export  and  iaport  of  both  goods  and  services  and  have 
ongoing  investaent  activities.  The  Chaaber  favors 
strengthened  international  coapetitiveness  and  opposes 
artificial  U.S.  and  foreign  barriers  to  international 
business. 

Positions  on  national  issues  are  developed  by  a  cross  section 
of  its  aeabers  serving  on  coaaittees,  subcoaaittees  and  task 
forces.  Currently,  soae  1,800  business  people  participate  in 
this  process. 
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ABSTRACT 

Current  U.S.  agricultural  prograas  are  lopleaeated  under  the  authority  of 
the  1985  Food  Security  Act.  That  leglalatlon  vas  alaed  geoe rally  at  loprovlog 
the  U.S.  competitive  position  In  foreign  aarketa  vhlle  protecting  the  Incoae  of 
Aaerlcan  faraera.  By  aoat  aeaaurea,  the  lav  has  had  mixed  reaults  thua  far. 

Many  Members  of  Congress  and  farm  repreaentatlves  believe  that  the  1985 
farm  act  Is  falling  to  achieve  Its  objectives;  they  vlll  likely  attempt  to  make 
changes  In  the  omnibus  legislation  thla  year. 

This  report  presents  background  Information  on  the  1985  farm  act,  and 
Introduces  several  of  the  more  prominent  options  Congress  may  consider  in  1987. 
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1987  OOMfODITY  PROGRAM  OPTIONS:   A  BRIEF  INTRODUCTION 

INTRODUCTION 

Late  la  1985,  Congress  passed  the  Food  Security  Act  (P.L.  99-198).  The 
legislation  was  alaed  at  restoring  the  economic  prosperity  of  Aaerlcan 
agriculture  through  Improving  export  perforaance.  To  accoapllsh  this.  Congress 
modified  elements  of  traditional  farm  programs  so  that  the  farm  sector  would 
become  more  responsive  to  world  market  conditions.  Congress  also  Included 
provisions  Intended  to  protect  farmers'  Incomes  while  the  transition  to  market- 
based  agriculture  took  place. 

Fourteen  months  after  enactment  of  the  farm  act,  many  Members  of  Congress 
and  farm  group  representatives  are  expressing  their  disappointment  with  the 
slow  pace  at  which  the  newly-legislated  programs  are  affecting  the  farm 
economy.  Lawmakers  and  Administration  officials  alike  are  also  concerned  with 
the  high  costs  associated  with  the  1985  act;  CCC  net  outlays  for  commodity 
programs  In  FY86  reached  a  record  $25.8  billion.  Agricultural  policymakers 
have  suggested  numerous  changes  Intended  to  correct  the  perceived  failures  of 
the  farm  act.  This  paper  briefly  discusses  the  1985  farm  act,  and  presents 
separate  fact  sheets  on  some  of  the  major  options  Congress  may  consider  this 
year. 
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BACKGROUND;   THE  19»5  FARM  ACT 

The  Setting 

At  the  time  the  1985  farm  act  was  being  crafted,  U.S.  agriculture  had 
suffered  an  enormous  drop  In  export  demand.  Overseas  sales  of  U.S. 
agricultural  commodities  fell  from  an  all-time  high  of  $43.8  billion  In  FY81  to 
$31.2  billion  In  FY85.  Since  exports  have  constituted  anywhere  between  25  and 
40  percent  of  utilization  In  recent  years,  this  loss  In  sales  had  a  severe 
effect  upon  the  American  farm  economy. 

Many  feel  that  the  falloff  In  foreign  sales  Is  In  large  part  responsible 
for  the  farm  credit  crisis  which  first  began  to  receive  extensive  media 
attention  In  1984.  Economists  explain  that  In  the  inflationary  i970s»  many 
farmers,  eager  to  cash  In  on  the  export  boom  of  that  decade,  made  mxtensive 
land  purchases  at  premium  prices.  However,  a  concurrent  tightening  in  monetary 
policy  resulted  In  farmers  being  placed  In  a  position  of  paying  off  these  loans 
at  high  Interest  rates.  When  the  export  balloon  burst,  commodity  and  land 
prices  fell,  reducing  the  value  of  loan  collateral.  Many  farmers  suddenly 
found  their  incomes  were  Insufficient  to  service  accumulated  high  debts,  and 
many  lenders  became  very  apprehensive  about  continuing  to  finance  them. 

In  the  past,  a  falloff  In  farm  exports  and  income  might  have  been 
addressed  with  straightforward  expenditures  on  export  subeidies  and/or  incoae 
supports.  However,  in  late  1985,  Congress  was  also  under  intense  preesure  to 
reduce  the  Federal  budget  deficit,  which  had  swollen  to  over  $200  billion  end 
showed  no  signs  of  abating;  the  historic  GraaB-Rudman-Hollings  deficit  control 
act  (P.L.  99-177)  was  passed  at  about  the  same  time  as  the  fan  bill*  The 
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agrlcuicural  policy  debate  took  place  within  this  context  of  restraint  on 
Federal  spending. 

Objectives  and  Program  Changes 

Congress  attempted  to  fulfill  at  least  four  objectives  with  the  1985  farm 

act: 

o  reorient  comnodity  price  support  programs  so  that  farmers  would 
eventually  take  their  production  signals  from  the  market,  rather  than 
from  Government  programs; 

o  regain  lost  export  markets; 

o  provide  a  financial  safety  net  for  producers;  \ 

o  contain  or  reduce  Federal  spending  on  farm  programs. 

To  achieve  these  objectives,  traditional  farm  programs  wmre  modified  in 
several  ways.  Perhaps  the  most  significant  step — or  series  of  steps— was  the 
reduction  in  commodity  loan  rates. V  The  regular,  nonrecourse  loan  was  based 
upon  the  past  five  years'  market  prices  (with  the  high  and  low  years  excluded), 
with  a  5  percent  maximum  cut  allowed.  Congress  also  authorised  the  expansion 
of  a  program  tool  called  the  Findley  provision.^/  Under  this  provision,  the 
Secretary  of  Agriculture  may  lower  the  basic  loan  by  up  to  an  additional  20 

V  This  paper  presuppoAca  a  basic  familiarity  with  commodity  program 
operations.  ?0T   «  general  introduction  on  this  subject,  see:  U.S.  Library 
of  Congress.  Congressional  Research  Service.  Federal  Farm  Programs:  A 
Primer.  By  Penelope  C.  Gate  and  Geoffrey  S.  Becker.  84-232  ENR.  December, 
1984. 

^/  The  Findley  provision  is  named  after  former  Illinois  Congressman 
Paul  Findley,  who  introduced  the  concept  through  an  amendment  to  the  1981 
farm  bill.  For  a  more  complete  discussion  of  this  program  and  how  it  was 
amended  in  the  1985  farm  act,  see:  U.S.  Library  of  Congress.  Congressional 
Research  Service.  The  Findley  Provision.  By  Carl  W.  Ek»  86-1029  ENR. 
December  11,  1986. 
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percent  if  he  determines  that  It  is  necessary  to  make  the  United  States  price* 
competitive  in  world  markets.  One  important  aspect  of  the  Findley  provision, 
however,  is  that  the  Department  of  Agriculture  (USDA)  oust  fully  compensate 
producers  with  uncapped  direct  payments  for  the  20  percent  loan  reduction.  A 
third  change  in  the  loan  program  was  the  introduction  of  a  marketing  loan  for 
rice  and  cotton.  Under  the  marketing  loan,  producers  may  repay  their  USDA 
loans  at  a  level  lower  then  they  originally  borrowed. 

A  second  important  compromise  in  the  I 985  farm  act  was  in  the  area  of 
income  supports.  Congress  froze  target  prices  in  1986  and  1987,  and  provided 
the  Secretary  discretion  to  reduce  them  by  2,  3,  and  4  percent  in  1988,  1989, 
and  1990,  respectively.  Although  Congress  knew  this  formula — frosen  target 
prices  and  lower  loan  rates-'would  mean  high  deficiency  payments  in  the  initial 
years,  the  allowance  of  a  gradual  reduction  in  target  prices  in  the  out-years 
was  another  sign  that  agricultural  programs  were  moving  toward  market 
orientation. 

Finally,  to  help  buoy  up  prices  and  reduce  costly  surplus  stocks,  the  farm 
act  gave  the  USDA  authority  to  require  large  acreage  reduction  programs  as   a 
condition  of  price  and  income  supports. 

Measures  of  Success  and/or  Failure 

Several  economic  indicators  may  be  used  to  determine  thm  degree  of 
success— if  any — achieved  by  the  programs  in  the  1985  far*  act;  the  four  trmnds 
discussed  below  track  the  four  objectives  mentioned  on  pages  4  and  5. 
Through  contact  with  their  farm  constituents,  asny  Member  of  Congress  have  bmsa 
made  well  aware  of  the  price  decline  in  certain  coaBodities.  For  sxaaplc. 
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becween  October  of  I98S  and  October  of  1986,  the  price  of  wheat,  com,  and  rice 
dropped  by  26  percent,  34  percent,  and  49  percent,  respectively. 

The  export  situation  is  less  clear.  Measured  in  terns  of  value — that  is, 
how  many  dollars  were  earned  from  overseas  sales — the  picture  is  bleak;  exports 
in  FY86  are  forecast  at  approximately  $26  billion — nearly  $5  billion  below 
their  FY85  level.  However,  in  terms  of  export  volume — the  number  of  bushels 
sold — things  look  a  little  brighter.  Gains  have  been  registered  for  wheat, 
soybeans,  cotton,  and  rice. 

The  programs  in  the  1985  farm  act  did  succeed  in  providing  a  considerable 
amount  of  Federal  funds  to  producers — although  some  would  argue  that  the  uneven 
distribution  of  program  benefits  did  little  to  address  the  sector's  financial 
crisis.  Forecasted  net  cash  income  for  farmers  in  1986  stood  at  approximately 
$44  billion,  the  same  as  in  1985.  Of  that  amount,  $12  to  $13  billion  came  in 
the  form  of  direct  Government  payments.   Several  billion  dollars  in  additional 
Government  assistance  in  the  form  of  loan  forfeitures  could  also  be  counted. 

The  biggest  policy  disappointment,  however,  was  on  the  cost  side.  As  has 
already  been  mentioned,  USDA  spent  nearly  $26  billion  on  farm  programs  in  FY86. 


OPTIONS  FOR  1987 

What  does  this  portend  for  1987?  Although  export  volumes  are  anticipated 
to  improve  somewhat,  export  revenues  are  not  picking  up  fast  enough  for  some  in 
the  farm  community.  Prices  are  expected  to  remain  depressed,  meaning  that 
farmers  will  continue  to  receive  a  large  share  of  their  income  from  the 
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Governmenc.     But   many  believe  last  year's   level  of  expenditures   is 
uasustaiaable;   cost  will  remain  the  overriding  factor  fueling  deaund  for  aajor 
and  minor  changes   in  programs. 

In  the  past  months,   numerous  farm  proposals  have  been  aired,   fro«  Capitol 
Hill  corridors  to  rural  coffee  shops.     The  following  fact  sheets  present  soae 
of   the  major  policy  options  Congress  may  consider  as  it  reviews  the  progress  of 
the  19bS  farm  act  this  year. 
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Mandatory  supply  coatrols 

Objecclves 

Raise  commodity  prices  and  farm  income,  reduce  USDA  commodicy  program 
expenditures,  bring  crop  supply  and  demand  into  balance. 

PrQjgrattt  Qperation 

Conduct  producer  referendum;  if  farmers  approve  program,  establish 
high  loan  rate  and  require  acreage  reductions — of  all  producers — 
sufficient  to  raise  market  price  to  loan  level.  Export  subsidies 
would  likely  be  included. 

Supporters^  Arguments 

o  Because  there  would  be  lUOZ  compliance,  smaller  acreage  reductions 
would  be  necessary; 

o  Producer  prices  and  income  would  be  significantly  higher; 

o  There  would  be  no  free  riders;  non-participants  would  not  be  able 
to  benefit  from  higher  prices  caused  by  others 'acreage  cutbacks; 

o  The  program  is  democratic;  through  the  referendum,  producers  would 
decide  the  fate  of  their  own  industry; 

o  Mandatory  controls  would  require  the  least  in  USDA  expenditures. 

Opponents"  Argumenta 

o  Under  this  program,  the  Government — rather  than  the  market—would 
determine  commodity  supplies  and  prices; 

o  Increasingly  large  set-asides  would  be  necessary,  as  farmers  would 
Intensify  production  on  permissible  acreage; 

o  Exports  would  virtually  dry  up  in  the  absence  of  subsidies;  if 
subsidies  were  used,  the  program  would  be  costly; 

o  Imports  of  program  crops  would  have  to  be  halted  to  prevent 
substitution; 

o  Input  costs  for  livestock  producers  would  rise; 

o  Food  costs  would  increase,  with  a  negative  impact  especially  upon 
low-income  consumers. 
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Provide  Federal  assistance  to  famers  vfao  need  and  deserve  it;  99:^^ 
the  nedium- sized  family  fam;  reduce  USDA  farm  program 
expenditures. 

Prggran  Opgrati9n 

Various  options  include: 

o  Reduce  the  payment  limitation  below  the  current  $50,000  level 
and/or  tighten  up  on  loopholes  permitting  multiple  $50,000 
payments ; 

o  Adopt  a  tiered  payments  approach  vfaich  would  provide  relatively 
larger  benefits  to  intermediate -sized  operations; 

o  Eliminate  eligibility  for  farmers  who  derive  a  substantial 
percentage  of  their  incomes  off -farm; 

o  Place  a  cap  on  nonrecourse  loans- -either  on  the  absolute  amount 
that  a  producer  could  borrow,  or  on  the  amount  outstanding  at  any 
given  time; 

o  Use  graduated  deficiency  payments,  that  is,  establish 
progressively  smaller  target  prices  for  progressively  larger 
output ; 

o  Employ  means  testing,  either  for  absolute  income,  or  for  the 
percentage  of  income  derived  off- farm. 


Supporters'  Arfuncnta 

o  Federal  farm  program  outlays  could  be  reduced; 

o  Larger  farms,  which  have  economies  of  scale  and  generally  do  not 
require  Federal  assistance,  could  rely  upon  the  market  for 
production  signals; 

o  The  Government  would  no  longer  be  making  large  payments  to 
wealthy  farmers; 

o  Targeting  would  help  maintain  the  family  farm  structure  and 
support  rural  communities --schools,  churches,  local  services,  and 
small  businesses. 
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Oppoaents"  Arguments 

o  Targeted  benefits  would  reduce  larger  producers'  incentives  to 
participate  in  acreage  reduction  programs,  leaving  ssAller  producers 
with  the  burden  of  any  adjustments; 

o  Some  farms  would  be  held  back  from  increasing  their  economies  of 

scale; 

o  The  Government  would  continue  to  support  many  inefficient 

producers; 

o  A  suddenly  instituted  targeting  program  would  impose  financial 
hardships  on  many  large  farms; 

o  The  targeting  concept  fails  to  address  America's  overcapacity 
production  problem  in  a  coherent  fashion; 

o  Means  testing  would  be  unacceptable  to  roost  farmers  because  it 
smacks  of  welfare; 

o  Some  forms  of  targeting  would  not  save  a  substantial  amount  of 
money — there  are  more  effective  ways  to  reduce  USDA  costs. 
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Recapture  lost  U.S.  export  markets  through  allowing  coanodltles  to 
becone  price  conpetitive  in  vorld  markets. 

Prggraa  Ppcrfltion 

Permit  prodxicers  to  repay  USDA  loans  at  the  world  market  rate  or  at 
a  certain  percentage  of  the  loan.  Possible  continuation  of  acreage 
reductions  and/or  deficiency  payments. 

Suppgrt^rg'  Argw^nts 

o  The  marketing  loan  would  allow  the  United  States  to  recapture 
lost  world  market  shares  through  preventing  price  supports  from 
interfering  with  international  market  prices; 

o  USDA  outlays  would  fall  in  the  out-years,  as  renewed  export 
demand  raises  prices; 

o  Renewed  agricultural  trade  would  move  commodities  out  of  CCC 
silos,  saving  the  USDA  storage  costs; 

o  Producers  would  have  a  financial  safety  net. 

0pp9ngntg'  Arguacntg 

o  The  marketing  loan  may  not  work  for  all  connqdities ,  especially 
for  those  in  which  the  U.S.  already  has  a  significant  share  of  the 
world  market; 

o  Relations  with  friendly,  non- subsidizing  nations  would  suffer  as 
world  commodity  prices  fell; 

o  The  program  would  have  high  costs  in  the  short  term; 

o  Implementation  of  a  marketing  loan  could  upset  connodlty  balance 
in  world  trade,  as  program  crops  are  substituted  for  crops  that  do 
not  receive  Federal  support; 

o  The  marketing  loan  is  unnecessary  for  the  grains;  the  current 
generic  PIK  certificate  program  has  much  the  saae  function. 
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Retain  the  Status  Quo 

Objectivee 

Provide  assistance  to  faraers,  restore  export  coapetitivcness, 
gradually  contain  Federal  spending,  and  orient  agriculture  toward 
market  forces. 

Frograa  Operation 

Modified  version  of  past  programs — price  and  incooe  supports,  coupled 
with  supply  nanageaent— with  gradual  aoveaent  toward  market  pricing. 

Supporters'^  Arguaents 

o  The  1985  farm  act  should  be  given  a  chance  to  work;  some  of  its 
programs  only  kicked  into  effect  in  September,  1986,  and  have  yet  to 
make  their  Impact  fully  felt  in  the  International  farm  economy; 

o  Current  legislation  would  gradually  accustom  farmers  to  the  idea 
of  making  a  transition  to  market -based  agriculture; 

o  The  1985  farm  act  represents  a  hard-fought  compromise;  Congress 
shouldn't  tamper  with  it  so  soon  after  its  enactment; 

o  The  loan  and  income  support  program  provide  sufficient  Federal 
money  to  producers — the  safety  net  is  both  wide  and  strong; 

o  The  Flndley  and  marketing  loan  provisions  prevent  the  loan  program 
from  interfering  with  market  prices; 

o  If  left  alone,  current  program  should  Increase  exports  in  the  long 
term. 


Opponents'^  Arguments 

o  Exports  are  responding  poorly  and  slowly  to  the  loan  adjustments; 

o  Huge  benefits  are  being  paid  to  many  wealthy  producers,  giving  the 
agricultural  sector  a  serious  public  relations  problem; 

o  Financial  assistance  is  insufficient  and  poorly  directed;  many 
farmers  are  still  in  serious  financial  trouble; 

o  USDA  costs  are  excessive. 
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Decoupling 

Objectives 

Eliminate  contradictions  In  current  policy;  separate  prices  from 
Income  supports  so  that  farmers  can  base  their  planting  decisions  on 
market  conditions,  rather  than  Government  programs.  Support  farmers' 
Income. 

Program  Operations 

Base  payments  upon  historic  production  (base  times  yields);  make 
payments  regardless  of  whether  or  not  producer  grows  commodities. 
Phase  out  payments  over  time.  Some  proposals  Incorporate  deficiency 
payments;  some  do  not. 

Sopporcera^  Arguawftta 

o  Farmers  could  base  their  business  decisions  on  market  conditions 
rather  than  on  Government  programs; 

o  Farmers'  Income  would  be  protected  during  the  transition  period  to 
a  free  market; 

o  Government  expenditures  would  fall  off  considerably  over  time. 

o  Through  removing  restraints  on  production  decoupling  would  make 
the  U.S.  Immediately  competitive  in  world  markets; 

o  The  contradictory  "stop  and  go"  nature  of  traditional  farm 
policies  could  be  eliminated. 


Opponents'  Arguments 

o  With  no  restraints  on  production,  many  farmers  would  continue  to 
overproduce;  the  initial  uncertainty  and  volatility  would  create 
havoc  In  world  commodity  markets; 

o  Allowing  farmers  to  receive  what  amounts  to  giant  transfer 
payments  would  be  politically  infeasible; 

o  Permitting  farmers  to  grow  any  crop  on  the  laud  which  th«y  had 
previously  devoted  to  program  crops  would  depress  prices  for  ooa- 
program  craps; 

o  Taking  the  Government  entirely  out  of  agriculture  would  pit 
American  farmers  against  the  vagaries  of  the  weather  and  against  the 
treasuries  of  foreign  Governments. 
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Marginal  Chanyaa 

1.  Reduce  target  prices 

Objectives:  reduce  USDA  outlays,  reaove  Incentive  for 
continued  surplus  production. 

Operation:  cut  target  prices  by  a  greater  aaount  than 
that  scheduled  In  1985  fans  act. 

Supporters'  Arguownts:  A.  Save  billions  in  USDA's 
budget,  directly  (through  saaller  deficiency  paynents) 
and  indirectly  (through  reduced  CCC  takeover  &  storage 
costs);  B.  Remove  incentive  for  famers  to  maxinize 
production  of  connodlties  vfaich  are  already  in  surplus. 

Opponents'  Arguments:  A  cut  in  deficiency  payments  would 
come  directly  out  of  the  pockets  of  financially  hard- 
pressed  producers  at  a  time  vhen  prices  are  especially 
weak  and  large  acreage  reduction  programs  are  in  effect. 

2.  Lover  the  Limitation  on  Direct  Payments 

Objectives:  Target  benefits  to  smaller  and  medium  sized 
producers;  reduce  USDA  outlays;  stop  subsidizing  wealthy 
producers . 

Operation:   Reduce  the  limitation  on  direct  payments  for 
farm  programs  below  the  current  $50,000  level,  and/or 
tighten  existing  loopholes  allowing  farmers  to  exceed  the 
limitation  or  receive  multiple  payments. 

Supporters'  Arguments:  A.  A  lower  payment  limit  would 
«av«  on  USDA  outlays;  B.  Farm  programs  would  no  longer 
entail  making  enormous  payments  to  wealthy  prodvicers. 

Opponents'  Arguments:   A.  This  is  an  inequitable 
solution- -  farm  programs  are  a  form  of  land  rental;  large 
producers  should  not  be  punished  for  being  large;  B.  A 
cut  would  contribute  to  subiidizlng  Inefficient 
producers;  C.   Large  producers  vould  be  lass  Inclined  to 
participate  in  land  retirement  programs,  reducing  the 
effectiveness  of  these  programs  to  control  production. 


3.  Tighten  Regulations  on  Farm  Reorganizations 

Objective:   Prevent  farmers  from  using  loopholes  to  elude 
the  $50,000  per  person  payment  limitation. 
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Operaclon:   Through  the  legislative  or  regulatory 
process,  change  the  aanxier  in  which  USDA  defines  a 
"person*  for  purposes  of  direct  fara  prograa  payaents. 

Supporters'  Arguments:  A.  A  aore  careful  definition 
would  require  famers  to  coaply  with  the  spirit  as  well 
as  the  letter  of  the  law;   B.  .USDA  would  save  on  direct 
paynents . 

Opponents'  Arguments :  A.  An  inflexible  redefinition 
could  possibly  hinder  famers  who  subdivide  their  land  in 
order  to  keep  it  in  the  faaily;   B.   The  current  $50,000 
payment  liait  is  causing  financial  stress  to  maxty   faraers 
under  c\irrent  econoaic  conditions. 
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The  Food  Security  Aot  of  198S  (F8A8&)  has  iMen  in  operation  for  teas  than 
one  year,  but  the  high  ourrent  and  antioipated  ftitiiva  ooata  of  the  iwocraai  have 
led  to  numeroua  propoaala  for  ohange.    Three  apeolllo  polloy  options  were 
selected  for  a  oomparatiTe  analyala*    The  AdBlnistration  and  tiM 
Harkin-Gephardt  propoaala  were  adlaeted  beoauae  th^  are  the  first  eonortte 
proposals  to  be  offered;  and  they  repreaent  dlametrioaUy  opposing  phllonophiee 
on  the  future  direction  of  agricultural  polloy.    The  extension  of  the  aarksting 
loan  program  was  selected  aa  an  option  beoauae  it  la  a  relatlTsly  nAnor  bat  often 
discussed  modification  in  the  FSA85  that  oan  be  activated  through  a  diacretionary 
decision  by  the  Secretary  of  Agrioulture* 

The  three  polloy  optiona  are  coaipared  in  terma  of  government  costs,  nst . 
farm  income,  crop  exports,  planted  aereage,  the  Uvestook  industry,  and  the    . 
consumer  sector. 

The  marketing  loan  option  merely  extends  to  wheat,  feedgrain,  and  soybean 
producers  the  option  of  repaying  oomnodity  loans  at  market  prlcea  below  the  loan 
rate.    The  Administration  propoeal  oontaina  a  10  percent  annual  reduction  in 
target  prices  for  program  crops,  the  0*92  decoupling  option,  and  a  reduction  in 
payment  limitations  from  $250,000  to  $50,000  per  farm.    The  Harkin-Gephardt 
proposal  eliminates  the  target  price,  ralaes  loan  rates  to  70  to  80  percent  of 
parity,  imposes  a  mandatory  reduced  acreage  and  paid  diversion  program, 
requires  a  market  sharing  cartel  among  exporters,  and  requires  BC-type  tarifCi 
or  quotas  on  importa. 

•  During  the  first  four  years,  the  marketing  loan  inoreaaea  both  government 
costs  and  net  farm  income  by  alHHit  1  billion  dollars  annually*    Export 
volumes  increaae  slightly  and  valuea  decline  aHghtly.    Since  partlelpation 
rates  increase,  planted  acreage  in  oom,  wheat,  and  aoybeana  deoUne  by  an 
average  of  1  to  2  million  acrea  per  year.    Carryover  atocka  are  reduced 
more  rapidly  than  under  the  current  programs,  ao  market  prioea  are 
expected  to  turn  around  more  quickly  In  the  early  1990s,  sllowing 
government  costs  to  decline  more  rapidly.    The  lower  feed  prioea  in  the 
early  years  induce  a  greater  Inveatment  in  the  Uveatook  Induatry  and  lead  > 
to  overproduction  and  more  rapid  price  decMnea  in  the  eariy  1990s. 

e  The  Administration  propoeal  leads  to  declines  in  both  coats  and  net  farm 
income  of  4  to  5  bflHon  dollars  annually.    During  the  first  four  yeara, 
planted  acreage  declines  as  a  conaequenoe  of  the  0-92  option  and  the 
reduced  payment  limitations.    This  leada  to  slightly  higher  prices,  lower 
exports,  and  lower  stocks.    In  the  early  19908,  It  la  expected  that  target 
prices  would  be  reduced  to  market  price  levels,  so  partlelpation  ratea  and 
costs  would  decline  furiher  and  planted  acreage  would  Increase.    It  Is 
expected  that  net  farm  income  would  be  substantially  below  the  baaeUne 
levels  for  several  yeara,  adding  to  the  current  financial  streaa  problems  in 
agriculture. 

•  The  Harkin-Gephardt  propoeal  would  reduce  coeta  even  more  than  the 
Adminiat ration  proposal  in  the  first  few  jresrs,  but  oosts  would  riss  in  the 
esrly  1990s  and  nearly  reach  the  cost  of  ourrent  progrsms  by  1995.    Net 
farm  income  averagea  over  40  percent  higher  during  the  first  fbur  jresrs 
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and  by  1995  is  more  than  double  the  levels  under  current  programs. 
Export  levels  decline  by  20  to  30  perceht,  even  under  the  cartel 
assumption,  and  planted  acreage  needs  to  be  reduced  by  an  average  of 
nearly  40  million  acres  during  the  first  four  years  and  more  than  50  millioii 
acres  by  1995.    By  1990,  the  cost  savings  and  farm  Income  gains  are  more 
than  offset  by  increases  in  consumer  food  expenditures.    By  1995  the 
losses  to  consumers  in  terms  of  food,  expenditures  are  more  than  25  bilHon 
dollars  greater  than  the  farm  income  gains  and  oost  savings.    The  other 
major  distributional  impact  of  the^mandatdr^  program  Is  that  the  livestock 
industry  faces  a  severe  cost-price  squeeze,  while  crop  producers  receive 
substantial  income  gains. 

Numerous  other  options  should  be  discussed  and  evaluated,  including 
incremental  changes  in  FSA85  provisions  or  program  management.    Every 
proposed  change  carries  with  it  a  set  of  trade-offs  for  those  who  may  gain  and 
those  who  may  lose.    It  is  of  vital  importance  that  everyone  involved  in  the 
policy  debate,  at  all  levels,  be  well  aware  of  the  distributional  impacts  of 
proposed  policy  alternatives. 
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ComparatiTe  AnalyslB  of  SetootiKl  Policy  Options 
for  U.S.  Agriculture 

Introduction 

Although  the  Food  Security  Act  of  1985  (FSA85)  has  been  in  operation  for 
less  than  one  year,  significant  changes  in  the  commodity  program  provisions  tn 
being  suggested.    Two  specific  proposals  that  have  surfaced  to  data  are  from 
the  Administration  in  the  FY1988  budget,  and  the  Harkin-Gephardt  proposal 
announced  on  February  5,  1987.    Both  proposal!,  'although  differing  in 
philosophy,  imply  substantial  changes  from  the  FSA85  in  support  to  farmers, 
government  cost,  organization  of  commodity  markets,  consumer  impacts,  and 
other  performance  jneasures. 

It  is  possible  that  the  U.S.  Congress  will  not  seriously  consider  major 
changes  in  the  FSA85  during  the  100th  Session.    However,  the  two  proposals  in 
existence,  and  others  that  may  come  later  in  the  Session,  are  not  merely  choioas 
for  this  year.    Blore  importantly,  they  are  part  of  a  continuing  debate  on 
alternative  long-term  strategies  to  be  incorporated  in  U.S.  agricultural  poUey. 

The  proposals  already  on  the  table  reflect  two  very  different  phfloeophies 
for  future  agricultural  policy.    The  changes  in  the  current  commodity  program 
provisions  may  be  incremental.    However,  these  changes,  if  they  occur,  will  be 
influenced  by  the  long-term  issues  raised  by  the  more  radical  approaches  to 
regulation  in  the  recently  introduced  proposals. 

A  third  alternative  evaluated  in  this  analysis  is  the  extension  of  the 
marketing  loan  provision  to  wheat,  feedgrains,  and  soybeans.    This  alternative 
can  be  viewed  as  tuning  the  FSA85  and,  in  fact,  does  not  require  new 
legislation.    The  Secretary  of  Agriculture  can  expand  the  marketing  loan  to 
these  three  commodities  under  the  current  legislation.    Thii  alternative  is 
consistent  with  the  FSA85  philosophy,  allowing  market  supply  and  deraand  to 
more  fully  determine  commodity  prices  while  protecting  farmer  income  with 
target  prices  and  deficiency  payments. 


(The  coHpIete  report  is  held  in  the  comittee  files.) 
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STATEMENT  OP  THE  NATIONAL  GRANGE 

PRESENTED  BY 

ROBERT  M.  FREDERICK 

LEGISLATIVE  DIRECTOR 

Mr.  Chairman,  Benbers  of  the  Subcoaidttee,  I  an  Robert  Fraderlck,  Legis- 
lative Director  of  the  National  Grange.  The  National  Grange,  vhich  is  head- 
quartered in  Washington,  D.C.,  vas  founded  in  1867  and,  today,  represents 
over  365,000  Benbera  in  41  states.  I  am  pleaaed  to  appear  before  you  today 
to  express  our  concerns  regarding  aandatory  production  controls.  The  Grange 
is  a  general  farm  organization;  therefore,  we  analyze  agrictiltural  policy 
as  it  impacts  all  of  agriculture  and  rural  America,  not  just  how  it  effects 
coDDodity  programs. 

Mandatory  production  controls  and  marketing  quotas  are  being  proposed 
as  an  alternative  to  current  farm  programa.  The  Grange  does  not  believe  that 
mandatory  controls  and  marketing  quotas  are  acceptable  alternatives  to  the 
current  farm  programs.  We  share  sosm  of  the  objectives  of  proposed  legisla- 
tion that  provides  for  mandatory  production  controls  and  marketing  quotas, 
but  ve  believe  that  the  disadvantages  of  the  provisions  far  outwei^  the 
advantages.  We  further  believe  that  there  are  other  policy  alternatives 
before  this  Coomittee  and  Congress  that  can  obtain  theae  object ivea  without 
the  disadvantages  we,  and  othera,  see  in  mandatory  production  controls. 

Mr.  Chairman,  before  making  specific  coonents  regarding  the  HarkLn/ 
Gephardt  mandatory  production  control  legialation,  I  would  like  to  point  out 
what  ve  believe  is  a  fundamental  flaw  in  thia  approach  to  agricultural  policy. 

In  a  1984  Congressional  Budget  Office  (CBO)  atudy  entitled  **Crop  Price 
Support  Programs.  Policy  Options  for  Contemporary  Agriculture**,  they  analyzed 
several  policy  options,  including  mandatory  production  controls  and  marketing 
quotas.  We  believe  the  study  supports  our  baalc  objection  to  the  mandatory 
production  control  approach  to  farm  policy. 

The  Grange  believea  that  such  a  policy  would  lock-in  the  present  structure 
of  agriculture,  benefitting  the  larger  producer  without  aignif leant  benefit 
to  the  medium-size  family  farms  that  such  a  policy  is  perpetuated  to  aaaist. 
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The  CBO's  study  states:  **Thls  policy  would  b«n«flt  those  relatively 
fe«f  fsm  fsBllles  vho  produce  Most  of  tbe  fern  output.  Bventuelly,  the 
benefits  would  be  capitalized  into  the  price  of  fanland  and  would  Increase 
the  wealth  of  landowners,  many  of  wfaon  are  not  faraers.  In  tum»  this  would 
■eke  it  More  costly  for  snail  faraers  to  expand  and  for  newcoaers  to  enter. 
Production  controls,  aa  well  aa  other  production-based  Inrnas  enhsnraMnnt 
policies,  benefit  only  those  individuals  and  faailiea  who  produce  certain 
co—odities,  end  in  proportion  to  their  production.** 

Handatory  production  controls,  coupled  with  aarketing  quotas »  hernia  a 
license  to  farm  with  the  benefits  of  price  guarantees  based  on  a  certain 
percentage  of  parity  accruing  to  the  fanwrs  who  have  reedy  access  to  capital, 
land  and  other  input  resources.  He  do  not  believe  that  such  an  approach  to 
fara  policy  will  save  the  aediua-slse  feally  faraers. 

Luther  IWeeten,  Regents  Professor,  Departaent  of  Agricultural  Bconoalca, 
Oklahoaa  State  University,  presented  a  paper  at  the  National  Agrlcaltvral 
Policy  SyaposluB  on  March  28,  1963,  which  further  highlights  the  problea 
we  see  with  aaodatory  controls  and  loan  ratee  being  tied  to  a  fixed  index 
of  prices,  in  this  caae  parity. 

In  Dr.  IWeeten's  paper,  he  points  out  that  '*aaall  fazas  raqolrad  281 
percent  of  parity  (1910  -  1914  -  100)  to  cover  all  costs  In  1981,  wliereas  the 
largest  faras  required  only  54  percent  of  parity  to  cover  all  coats."  The 
study  shows  the  percentage  of  parity  price  that  is  required  to  cover  the 
full  resource  costs  of  fara  output  by  the  econoalc  claaa  of  faras  (See 
Appendix  A  and  B).  The  parity  price  that  Is  required  to  aeet  full  resource 
coeta  on  the  average  is  72  percent,  but  it  rangea  froa  90  percent  for  a  fan 
with  sales  of  $20,000  to  $40,000,  80  percent  for  a  fara  with  salee  of  $40,000 
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to  $100,000  and  73  percent  for  farms  with  sales  between  $100,000  and  $200,000. 
For  farms  with  sales  over  $200,000,  the  parity  price  that  is  required  drops 
to  54  percent. 

The  paper  concludes  with  this  stateisent:  "Farms  that  account  for  half 
of  farm  output  now  cover  all  resource  costs  with  prices  at  54  to  62  percent 
of  parity.  With  demand  and  supply  expected  to  increase  at  roughly  comparable 
rates  on  the  average  to  Tear  2000,  farm  prices  will  tend  to  gravitate  to 
the  cost  of  production  on  these  efficient  farms.   Because  these  farms  will 
set  land  prices  for  all,  less  efficient  farms  will  lose  money,  even  owning 
land  with  full  equity  If  all  of  their  resources  are  valued  at  opportunity 
costs.   If  a  higher  parity  price  ratio  is  maintained  by  government  programs, 
land  values  will  be  bid  up  so  that  the  same  pattern  of  losses  on  smaller 
farms  will  prevail."  (Emphasis  added) 

The  70  percent  of  parity  that  is  contained  in  the  proposed  legislation 
will  provide  little  benefit  to  the  mediisi-sized  family  farm  with  sales  less 
than  $100,000,  but  more  than  $10,000.   In  1981,  there  were  approximately  one 
million  such  farms,  representing  28  percent  of  all  farms.  The  solution  to  the 
allocation  of  benefits  does  not  lie  in  Increasing  the  percent  of  parity  at 
which  prices  are  supported  because  the  higher  the  support  level  the  greater 
the  return  will  be  to  the  larger  farms.  Even  if  the  largest  farms  are  limited 
in  sales  by  marketing  quotas,  the  economic  benefits  of  such  a  farm  policy 
will  still  accrue  to  those  farms  in  a  greater  proportion  than  to  smaller 
medium-sized  family  farms. 

Mr.  Chairman,  in  the  remainder  of  our  testimony,  we  will  highlight  some 
of  our  concerns  regarding  the  Harkin /Gephardt  bill  that  proposes  mandatory 
production  controls. 
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American  agriculture  is  Increasingly  dependent  upon  the  world  aarkAt 
and  the  level  and  value  of  U.S.  agricultural  exports  is  laportant  to  both 
net  fara  income  and  the  U.S.  trade  balance.  Mandatory  production  controls 
in  agricultural  policy  will  nake  it  almost  iapossible  to  regain  our  fair 
share  of  world  aarkets  or  even  aaintain  our  present  position.  Due  to  the 
conpetitive  prices  that  were  set  in  the  1985  Fara  Bill,  the  current  fara 
prograa  is  beginning  to  reverse  the  trend  of  declining  U.S.  agricultural 
exports.  Any  action  by  the  govemaent  to  artificially  support  covodity 
prices  above  world  aarkets  will  stop  this  recovery  and  will  cause  a  further 
decline  in  the  exportation  of  U.S.  agricultural  products. 

According  to  the  Food  and  Agricultural  Policy  Research  Institute  (FAPRI) 
at  Iowa  State  University  and  the  University  of  Klssouri^Colwabia,  eacport 
levels  would  fall  by  20  to  30  percent  under  the  Ha rkin /Gephardt  bill»  even 
asstadng  that  an  international  grain  cartel  could  be  negotiated  with  our 
trading  coapetitors.  The  National  Grange  believes  that  evan  these  lavela 
of  exports  are  overestiaated  unless  a  treaendoua  export  subsidy  progna  is 
provided  to  offset  our  higher  doaestic  prices.  If  no  export  subsidy  prograa 
is  provided »  a  Resources  for  the  Future  study  Indicates  that  net  fara  IncoM 
drops  under  the  HarklnA^phardt  alternative;  cash  receipts  would  be  approKlaatelj 
40  percent  below  current  prograa  levels  In  1991. 

Apparently,  then,  exports  would  only  take  place  if  they  were  haavlly 
subsidized  by  the  govemaent.  However,  this  is  in  direct  coatradlctlon  to 
our  stated  goals  in  trade  negotiations  where  we  are  trying  to  ellainata,  or 
at  least  reduce,  export  subsidies,  not  increase  than.  Therefore,  this  approach 
could  cauae  a  breakdown  of  aulti lateral  trade  negotiations.  The  Raaourcaa 
for  the  Future  study  shows  that  govemaent  outlays  will  be  $5.3  billion  M^»mw 
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than  under  the  Food  Security  Act  of  1985  (FSAB5)  by  1991  and  three  tlBea 

the  current  outlay  levels  by  1995  If  an  export  subsidy  progrsa  is  iBpleaented. 

Some  studies  of  the  Bar  kin /Gephardt  bill  assiaed  that  there  would  be 
no  trade  retaliation  resulting  froa  these  massive  export  subsidiea.  However, 
given  the  cu^eitt  world  trade  and  political  situation*  there  would  be  trade 
retaliation.  Tfiis,  In  turn*  would  raise  the  govemaent's  costs  of  the  export 
subsidies  If  U.S.  agricultural  exports  were  to  be  aaintained.   If  coHwdity 
exports  could  not  be  maintained,  the  government's  storage  costs  would  rise 
and  greater  and  greater  acreage  reductions  would  be  needed  to  maintain  the 
higher  price  levels.  The  entire  plan  could  easily  unravel  as  government  costs 
increase,  trade  declines  and  the  promised  higher  farm  net  cash  incomes  are 
lost  through  larger  acreage  reduction. 

The  Increased  value  of  exports  and  the  reduced  government  costs  of 
the  Har  kin /Gephardt  bill  is  bassed  on  the  assumption  that  a  multinational 
world  market  share  agreement  and  production  controls  for  agricultural  pro- 
ducts would  be  successfully  negotiated  with  our  trade  competitors.  In  a 
sense,  this  means  that  not  only  are  American  farmers  requirmd  to  approve 
this  program  but  foreign  governments  and  their  farmers  will  also  be  required 
to  participate  If  It  is  to  be  suceeasful.  America  is  at  a  disadvantage  if 
the  market  shares  are  allocated  at  1986  levels,  as  requirmd  by  the  legislation, 
since  the  United  States*  present  share  of  that  market  is  low.  Additionally, 
as  non-participating  countries  increase  production  because  of  higher  world 
prices,  the  cartel  %rould  be  forced  to  impose  tighter  restraints  on  its  members. 
These  same  types  of  problems  and  restraints  have  led  to  the  breakdown  of 
other  International  comodity  agreements.  There  Is  no  reason  to  believe 
that  a  new  International  grain  agreement  would  face  a  different  destiny. 
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It  18  apparent  from  various  atudiaa  that  aandatory  production  controls  will 
destroy  Aaarlca's  participation  in  world  narkats,  causing  savare  side  affects. 

According  to  the  FAPRI  study,  "^ly  1990,  the  coet  eavings  and  farm 
incoM  gains  are  more  than  offset  by  increases  in  constaer  food  expeadititres. 
By  1995,  the  looses  by  considers  in  terse  of  food  expenditures  are  sore  than 
$25  billion  greater  than  fara  incoae  gains  and  [governMnt]  cost  savings." 
That  represents  a  U  percent  increase  in  the  coet  of  food  over  the  levels 
under  the  FSA85  by  1995,  approxlMtely  $600  per  year  per  household.  These 
figures  are  despite  tha  projected  severe  decrease  in  seat  consuaption. 

As  a  higher  percentage  of  diaposable  incoiM  is  spent  on  food,  Isss 
incoiM  is  available  to  save,  invest,  or  sake  other  purchasee  in  our  ecoooay, 
thus  causing  strain  to  be  felt  outside  of  the  agricultural  sector.  Moreover, 
sisple  econosics  indicates  that  as  food  prices  increaaa,  consoser  demand 
decreases,  causing  sore  strain  on  rural  America.  In  susmary,  mandatory 
production  controls  would  reduce  dessnd  not  only  abroad  but  domasticslly  ss 
well. 

The  livestock  and  poultry  industries  would  be  highly  dMsgeil  by  man- 
datory production  controls.  Due  to  reduced  supplies,  meet  prices  will  rise 
and  cause  a  6  percent  drop  in  per  capita  meat  conausption.  Further » 
higher  feed  prices  could  force  large  beef  feeding  operations  to  locate  Im 
other  countries,  forcing  America  to  isport  more  red  meat,  or  forcing  Aaarics 
to  build  a  trade  wall  around  its  borders  through  isport  tariffs  or  qvsntitstii 
restrictions  thet  are  in  violation  of  our  international  trade  agrssmamts. 

The  dairy  provisions  of  the  lUrklo/ Gephardt  bill  would  also  hsvs  s 
effect  on  the  meat  industry.  Research  shows  that  the  propoeal  will  forcm 
about  2  million  head  of  dairy  cattle  to  be  slaughtered  in  a  short  tias  ymriod. 
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This  represents  almost  25  percent  more  cattle  than  were  slaughtered  under  tha 
Dairy  Termination  Program  over  an  IS-^month  period.   If  they  wmre  slaughtered 
over  a  12-month  period.  It  would  reduce  tha  price  of  beef  cattle  by  about 
12  percent,  over  a  6-month  period  by  23  percent  and  over  a  3-month  period 
by  nearly  50  percent  (Texas  A&M  University  study).  We  believe  the  dairy 
program  is  functioning  as  it  was  Intended  by  reducing  surplus,  reducing 
production,  and  reducing  the  cow  and  heifer  numbers.  Cattlemen  do  not  need 
the  delicate  supply-demand  balance  upset  again  due  to  government  policy. 

Another  feature  of  the  Harkin /Gephardt  bill  has  a  potential  Impact 
on  beef,  hogs  and  poultry  producers  that  is  difficult  to  analyze  because 
it  is  very  dependent  upon  administrative  Interpretation.  This  feature  is 
the  farmer-feeder  exemption.   Under  this  exemption,  crop  farmers  who  raise 
poultry  and  livestock  would  be  allowed  to  feed  over-quota.   Even  without 
the  exemption,  there  is  probably  no  means  to  prevent  farmer  feeding.  This 
situation  will  provide  for  very  significant  structural  effects,  ami  will 
encourage  large  scale  feeding  operations  and  Integrated  operations.  Many 
large  fanners  would  be  allowed  to  Increase  total  market  shares  at  the  expense 
of  smaller  family  operators.  This  problem  encourages  corporate  feeding  and 
greater  market  concentration  in  the  meat  industry.  As  a  general  farm  organ- 
ization, the  National  Grange  must  try  to  avoid  agricultural  policies  or  programs 
that  benefit  one  commodity  at  the  expense  of  another. 

Mandatory  production  control  requires  large  amounts  of  farmland  to  remain 
idle.  FAPRI  Indicates  that  Harkin /Gephardt  would  require  40  million  acres 
during  the  first  four  years  and  more  than  50  million  acres  by  1995  to  rc»aln 
idle.  The  "Family  Farm  Act*'  calls  for  a  maximum  35  percent  unpaid  set-aside, 
while  USDA  studies  have  shown  that  as  much  as  50  percent  may  nmad  to  be  Idled 
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In  ord«r  to  sustain  ths  support  prlcss  that  ara  contalnad  in  tha  prosraa. 
Govarnaent  policy  should  not  dictata  fam  production  pattama  or  voliaa; 
inataad,  tha  farsar  ahould  saka  hia  planting  daciaiona  haaad  on  aarkat  ilsasnil 
and  tha  haat  ratum  for  hia  rasourcaa.  Aa  govarnaent  controla  incraaaa  on 
production  agricultura,  production  afficianciaa  dacraaaa  and  our  coapatitivana) 
in  tha  world  aarkat  ia  raatrictad. 

Tha  larga  radtiction  in  acraa  faraad  will  hava  a  nagativa  affact  on 
rural  Aasrica.  Leaa  faraland  haing  faraad  aaana  fawar  inputa  haing  purchaaad 
froa  aupporting  induatriaa  and  a  corrasponding  loss  of  rural  huainaas  and 
aaployasnt  to  sustain  rural  aconoaiaa.  Trua,  aoaa  rural  coaaunitiaa  would 
hanafit  froa  tha  initial  booat  in  nat  caah  fara  incoaa,  but  futura  aconoaic 
activity  would  ba  alowad  aa  tha  agricultural  production  aachina  bacoaaa 
atagnata.  But  aa  tha  Taxaa  A&M  atudy  pointa  out,  **rural  coaaunitiaa  would 
ba  hurt  by  tha  loaa  of  input  suppliara,  saall  dairy  procaaaing  planta  and 
highar  consuaar  pricaa.  Daclinaa  in  [dairy  product]  daaand  ara  fait  aoat 
haavily  by  saall,  aanufacturad  dairy  product  procaaaing  facilitiaa  in  tha 
Oppar  Nidwaat."  Msny  of  thaaa,  and  othar  saall  agricultural  procaaaing 
antarprisaa*  would  ba  f oread  out  of  buainaaa. 

If  agricultural  axporta  could  not  ha  ratainad,  furthar  cnta  in  acraagad 
faraland  would  ba  nacaaaary  in  ordar  to  aaintain  tha  prica  atroctora.  Tha 
atagnation  of  U.S.  agricultura  by  tha  additional  roll  back  in  production 
would  rippla  throughout  rural  coaaunitiaa,  causing  furthar  raductioaa  in 
•*funuaic  activity. 

Enforcaaant  of  a  aandatory  control  prograa  would  ba  difficult  aiaea 
incantivas  to  circtarrant  tha  controla  would  ba  high.  Thla  foreaa  aora 
govarnaantal  Involvaasnt,  and  could  incraaaa  govamaant  outlaya  for  "^liciag" 
tha  prograa. 
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The  American  fanner,  in  the  past,  has  unilaterally  cut  back  on  production 
to  reduce  world  supplies,  but  global  overproduction  continues.   Sone  would 
argue  that  there  Is,  Instead,  a  lack  of  buying  power.   In  either  case,  %forld 
supply  and  world  demand  Is  not  In  balance.  The  U.S.  should  adopt  agricultural 
policy  that  forces  our  foreign  competitors  to  participate  in  supply  management. 
Mandatory  production  controls  does  the  opposite.   If  we  adopt  a  program  of 
(randatory  production  controls  and  marketing  quotas  to  maintain  price  levels 
above  world  markets,  we  are  sending  a  signal  to  our  competitors  to  increase 
their  production  as  we  no  longer  will  be  in  the  expo^r  market.   U.S.  agriculture 
production  capacity  will  have  to  be  cut  In  half  at  It  will  be  producing  only 
for  the  domestic  market.  Mandatory  production  controls  will  have  a  significant 
macroeconomiv  effect.  As  mentioned  earlier,  the  cost  of  food  rises,  %rhich 
causes  food- Induced  inflation.  This,  In  turn,  raises  the  cost  of  living 
and  with  it,  the  cost  of  the  food  stamp  and  other  food  assistance  prograas. 
In  addition,  the  official  U.S.  poverty  level  would  be  increased,  thus  raising 
the  cost  of  welfare  programs  and  lnflatlon>lndexed  programs,  such  as  social 
security. 

The  National  Grange  believes  that  when  you  consider  all  segments  of  the 
national  economy  that  are  affected  by  mandatory  production  controls,  farm 
structure  and  income,  government  costs,  food  costs,  agricultural  exports.  Job 
loss,  agribusiness  Inputs,  rural  communities,  etc.,  they  become  a  less  attrac- 
tive agricultural  policy  alternative.  Mandatory  production  controls  and  all 
of  the  ramifications  that  are  necessary  to  carry  out  their  Intent  will  not 
save  the  family  farm  or  rural  America.   In  our  Judgment,  they  can  open  loop- 
holes for  larger  operating  firms  and  hasten  the  demise  of  rural  comnunities. 

Mr.  Chairman,  once  again,  I  compliment  you  for  holding  these  hearings 

on  policy  alternatives  and  thank  you  for  the  opportunity  to  testify  before 

your  Committee.   I  will  be  happy  to  answer  any  questions  you  may  have. 
(Attachments  follow:)  _ 
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31,  1M7 


Public  Voictt  for  Pood  and  HMlth  Policy  is  a  nonprofit 
oonsunor  rosoarch,  oducation  and  advocacy  organisation  with  a 
aarious  i-naaitnant  to  anaoring  oonaonars'  intaraata  ara  an 
important  factor  considarad  in  tha  davalopaant  of  agricoltura 
policy,  ifa  subMit  tbaaa  rn—iiita  today  in  strong  oppoaitioa  to 
any  lagialation  that  diractly  author isaa,  or  would  anabla  faraara 
to  authorizo,  tha  Sacratary  of  Agricultura  to  astabliah  nandatory 
production  controla  on  any  co— oJity,  including  wbaat,  aoybaans 
and  faad  graina. 


Conauaara  ara  big  loaara  undar  a  ayataa  of  nandatory 
production  controla.  Supply  control  naaauraa,  a  aarkat-aharing 
cartal  aaong  currant  axportara,  and  iaport  tariff a  on  livaatock, 
cropa  and  dairy  pricaa  ara  alaaanta  of  tha  lagialation  offarad  by 
Sanator  Ton  Harkin  and  Rapraaantativa  Richard  Gaphardt  (8.65C 
and  H.R.1425,  harainaftar  rafarrad  to  aa  •H.R.1425").  This 
program  would  qparata  to  unfairly  inflata  conauaar  food  prioas— 
hitting  tha  low-incoaa  conauaar,  who  spands  tha  graataat  portion 
of  his  incoaa  on  food,  tha  hardaat. 
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BconoBle  ftnalysls  of  H.R.1425  on  food  prloos  aiiows  that  by 
1991,  tho  bill  ItMlf  would  bo  rospomiblo  for  a  noarly  11% 
incraa—  in  food  oxpondituros  ovor  what  prioos  tho  1985  Faxa  Bill 
prograas  would  oroata,  using  1984  avaraga  par  houaahold 
axpandituraa  aa  a  baaalina.  In  contrast,  astiaatas  of  tha  iapact 
of  the  1985  Fam  Bill  ahow  a  dacraa—  in  food  prioas  by  2.8%  in 
1991. 

undor  H.R.1425  fron  1985  to  1991,  tha  parcantaga  inoraasa  in 
retail  food  prices  are  draaatic.  Coaparad  to  tha  1985  Para  Bill, 
H.R.1425  would  raise  the  price  of  a  pound  of  bread  12.3%,  a  half 
gallon  of  ailX  49%,  and  a  pound  of  rice  65.3%. 

H.R.1425  would  also  cause  higher  beef,  pork  and  poultry 
prices.  Coaparad  to  the  1985  Fara  Bill,  retail  prices  per  pound 
estiaated  by  1991  under  H.R.1425  are:  10%  higher  for  beef;  35% 
higher  for  pork;  and  30%  higher  for  chicken.  The  attached  charts 
further  detail  the  detriaental  consuiter  price  iapact  of  H.R.1425 
coaparad  to  the  prograas  that  are  ongoing  under  the  1985  Fara 
Bill. 

Theae  higher  prices  are  expected  to  decrease  ccmsuaption  of 
beef,  pork  and  poultry  froa  approxiaately  195  pounds  per  capita 
under  the  1985  Fara  Bill  to  175  pounds  per  capita  under  H.R.1425. 
In  addition  the  coate  of  the  Food  Staap  Prograa  and  other  food 
prograas  will  increase  under  H.R.1425,  not  because  aora  needy 
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CX3IIPARI80V8  BPi'Wmi  THB  DfFlkCT  OP  HARKZH/GBFBMtDT  AMD  THB   1985 
FARM  BILL  OM  FOOD  PRICES 


hmmt  Pork  rtil/.v^ti 

H.R.1425  3.08  2.20  .85 

Fan  Bill  2.79  1.62  .68 


PfriffBtag< 

Br^ad 
lb 

t  ChBMw  la  Br»*^^ 

Pood  Pgioa 

Wram  198  S- 

-1991 

Rica 
lb 

Milk 
lZ2-ffl 

H.R.1425 

+10 

+60 

+34 

Fan  Bill 

-2.3 

-5.3 

-15 

^Thaaa  data  vera  darivad  froa  analysas  of  tha  Pood  and 
Agricultural  Policy  Raaearch  Instituta  -  and  Raaourcaa  for  tha 
Putura. 
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people  ar«  tominq  rmmchmA,    but  b«e«u««  tbm   OonsiaMr  Frio*  Indmx 
will  riso. 

N«  ar«  acutely  awara  that  Unltad  Statas  fara  policy  la  a 
coaplax  vab  that  af  facts  fara  prodooars,  oonaoBara,  food 
■anufacturars,  and  tha  fadaral  govmaant.  But  tha 
Harkliv^Gaphardt  approach  of  mandatory  produotloa  oontrola 
sacrlflcas  conaunars  In  tha  hopaa  of  solving  producars'  Ilia 
froa  ovarproduction  and  high  dabts.  Na  raspactfully  urga  aaabara 
of  this  aubcoaalttaa  to  oppoaa  tha  davalopaant  of  such  a  prograa. 


Raspactfully  subalttad, 

Bllan  Baaa,  Bxacutlva  Dlractor 


Diana  Hainan,  Bsqulra 
Dlractor  of  Govamnant  Affairs 
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April  3.  1987 


The  Honorable  Kika  da  la  Garza 

Chairaan 

Comittaa  on  Agriculture 

U.S.  House  of  Representatives 

Washington.  D.C.  20515 

Dear  Mr.  Chairaan: 

On  March  31  Jia  Nichols.  Minnesota  Comissionttc 
of  Agriculture,  testified  before  the  Nheat.  Soy- 
beans and  Peed  Grains  subcomittee.  His  vcitten 
text  submitted  for  the  record  contains  a  noBb^c 
of  Bisleading  statements  about  Cargill.  Soae  of 
thea  are  factually  incorrect.  Others  are  factu- 
ally correct  but  used  to  draw  aisleading  con- 
clusions about  Cargill *s  business  or  the  aannec 
in  which  it  conducts  its  public  policy  activi- 
ties. 

As  just  one  example,  at  one  point  Comissioner 
Nichols  states  that  "Robbin  Johnson  appeared 
with  Senator  Rudy  Boschwitz  before  the  House 
Agriculture  Comittee  to  help  the  Senator  ansver 
questions  about  his  Decoupling  proposal."  Nhile 
it  is  true  that  I  testified  before  the  Nheat. 
Soybeans  and  Peed  Grains  Subcomittee  on  the 
same  day  as  Senator  Boschwitz.  I  was  not  there 
to  help  his  explain  his  farm  policy  proposals. 
He  needs  no  such  assistance.  I  was  there  at  the 
invitation  of  the  subcomittee  to  testify  on 
0-92  and  on  decoupling  generally.  A  copy  of 
that  testimony  is  enclosed. 
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The  Honorable  Kiki  de  la  Garza 
April  3.  1987 
Page  2 


Siailar  explanations  could  be  provided  to  the 
other  statements  made  by  Comissioner  Nichols 
about  Cargill.  On  the  other  hand,  we  are  reluc- 
tant to  prolong  a  controversy  that  is  unproduc- 
tive and  are  inclined  to  let  the  allegations 
pass.  I  did.  however,  want  to  take  this  oppor- 
tunity to  correct  the  record  in  part  and  to 
offer  to  correct  it  more  fully,  if  you  feel  it 
necessary. 

On  a  happier  note.  I  wish  to  thank  you  on  behalf 
of  Cargill  for  your  help  and  support  in  stimu- 
lating applications  for  our  farm  scholarship 
program.  It  was  very  useful  in  reaching  out  to 
additional  applicants,  and  your  thoughtful  note 
to  us  was  much  appreciated. 

Sincerely.- 

RSJ:jac   ^ 
Enclosure 

cc:  t^he  Honorable  Dan  Glickman 
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LESHER  AND  ASSOCIATES,  inc. 


)17CS111EET,  N.E     WASHINGTON.  DC  20002-)809    202/346^)01 


WiiiiAM  G.  Leshq  March  24.   1987 

Randy  M.  Russell 

Joyce  L  Miua 
^^~»«^"^A««"*'Ttonor«ble  Iten  Cllclcaii 

U.S.   House  of  Representatlvief 

Washington,   D.C.  20515^ 

Dear  Represent. 

Attached  is  a  c^j  of  a  paper  entitled   l^^l  Wavu.  P&llcy  Usaes^ 
OoBceniBt   tPtl  AltentatjyeBt      Thi«   pflpei:  VAi   prepared  vitli  the 
aHsifliLaiice  af  J.B.   Peim  of  Eco^oialc  FerfipectiveA     Idc.      for  cfae  nevly 
fonicd  ^rlcultural  Follcy  Working  Group  {i$M^)       Tbe   group  Querent  If 
includes  the  folloHrliig  agriculturally  related  coapaaiea     CargllX 
Incorporated;  Ceucral  Soya  Coapany     Inc.     Contliuatal  Craia  Covpan;; 
intertLatioual  Mioerala  and  Cbettlcal  Corporatloa;  Monsanto  Coapany; 
Ha  bit  CO  Branda  Inc.     and  The  MLlsbuty  Coapany. 

The  APWG,  which  was  forved   last   Deceaber,   has  two  priaary 
objectives:    (1)  to  defeat  nandacoiry  cdrntrqls   (either  direct  naiidatOTy 
controls  OF  iQcLlrecc  "undatory"  coiatrola  that  could  atea  fro«  polldcs 
that  Idle  iiore  and  nore  prodtictlve  acreage       aad  (2     to  Help  ebape 
changes  In  fara  policy  to  oae  tbat  utiHtes  the  aoaey  spetkt  on  t^rm 
prograBH   in  a  way  that  anhaocea   the  health  of   the  rur^X  and 
agricultural  econoalea  (inciudlog  BdlaCalnlae  fars  IncoAe  aa  high  as 
poaalble).      In  eaaeace^    the  APVC  was    formed   to  help  eriBuxe   that   tha^ 
aaouflt   of  aoaey  CoDgreas  decides   to   apetid  cp    fa  fro  programs   la   uaed   la 
fl  way   that  ajKlalgee   fana  iacQue  and   lead b    to  a   healthier  and  jiore 
efficient   mral  ecopoBy^     Ue  at  tesher  and  Aeaoclatea^    Inc*   are  helping 
ill   thla  efforti 

We  hope  that  this  paper  will  help  to  put  the  fara  policy  Issuas, 
concerns,  and  alternative a  cut rent ly  being  debated  in  soae 
perspective.     Civen  past  hlBtory  and  currant  state  of  tbe  agricultural 
econoay  and  global  econoalc  condltioaa     It  appears  that  fara  policy 
will  cantloue  to  be  debated   often  in  thn  neat  future  and   that  aoat 
altentatlvea  vlll  require  large  eipendttures*     It  also  la  apparent  that 
the   198^   Pood  Security  Act  aoved  U^S.    fam  policy  in  an  appropriate 
direction,  even  though  adjuataenta  will  continua  tg  be  debated  as 
changea  in  production,   consuaption,   prices  and  trade  occur. 
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This  pap^r  outlliMs  thve«  broad  altamatl^msx 

o  high  price  supports/supply  controls; 

o  Barkat-clAarins  loan  rataa/diiact  iaeoaa  pafaaata;  and 

o  separation  of  incoaa  supports  f  roa  r  o— nility  priciag* 

The  high  price  supports /supply  control  altemati^FO  haa  naay  nafati^Fe 
econonic  consequences.  The  separation  of  incoas  support  froa  cowwility 
pricing  altemati^Fe,  popularly  kaovn  as  decoupling,  aeeda  further 
dehete  before  it  could  be  eccepted  as  a  replaeeaent  to  the  1985  Fara 
Act. 

Therefore,  in  the  nest  two  or  three  yean  the  approach  taken  by 
the  1985  Fan  Act — that  is,  working  towards  ■azket-clearing  prlcea 
suppleaented  by  direct  incoae  payaenta — ^likely  will  reaain  in  place. 
The  debete  and  any  changos  will  focua  primarily  on  the  iaaoea  raiaed  by 
current  law  which  ant  coapetitiwtneaa ;  prograa  cost;  planting  for 
prograa  benefits;  and  targeting  of  prograa  beaafita.  After  careful 
enalysis  and  study,  any  changes  aade  anat  ao^Fu  the  U.S.  towards  a 
healthier  fara  econoay  and  rural  sector— e^Furyone's  priaary  goal. 

We  will  share  with  you  other  aaalyaes  and  our  ceacens  in  the 
coaing  Bonths  as  they  nlate  to  our  obJecti^Fus.  If  you  or  your  staff 
have  any  quest iona  regarding  this  paper  or  the  APW  in  general,  please 
give  us  a  call.  We  look  forward  to  working  with  you  aa  the  Ooagnaa 
bagina  debate  on  theae  iaportaat  fara  policy  isauaa. 

Sincerely, 


BILL  LBSHBR  lAMDT  ROSSOX' 

AttacbMnt 


"ISaaoUi^ 
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1987  FARM  POLICY 

ISSUES,  CONCERNS, 

AND 

ALTERNATIVES 


AGRICULTURAL  POLICY  WORKING  GROUP 
MARCH  1987 
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The  Agricultural  Policy  Working  Group  (AFHG)  includes  th«  following 
agriculturally-related  coapanies: 

Cargill,  Incorporated 

Central  Soya  Coapany*  Inc. 

Continental  Grain  Coapany 

International  Minerala  and  Cheaieal  Corporation 

Monaanto  Company 

Nabisco  Brande.  Inc. 

The  Pillabory  Company 

The  APWG  haa  two  priaary  objectiveax  (1)  to  defeat  Mandatory 
supply  controla  (either  direct  Mandatory  controla  or  indirect 
controls  that  would  reault  froa  policiea  requiring  more  and  aore 
acreage  to  be  taken  out  of  production)  s  and  (2)  to  help  ahape 
changes  in  far*  policy  in  1987  that  aoat  effectively  utilise  the 
expenditures  on  fam  prograaa  to  enhance  the  health  of  the 
agricultural  and  rural  econoaiea. 
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StECUTIVg  STfflHAltl 

D«spit«  the  7«sr-long  debate  of  (latioaal  fan  policy  and  afvantual  paaaaga  of 
tha  Food  Sacarity  Act  (FL  99-198)  lata  in  1985  fan  policy  continaaa  to  ba  an 
important  public  iaana.  To  balp  ueidarctand  vby  tbia  ia  ao»  it  ia  oaaful  to 
traca  tba  cvolntion  of  far*  policy  and  tba  coaaodity  prograaa. 

Tha  baaic  approach  to  farm  policy  ainea  tba  1930a  baa  baan  to  "aupport" 
coHBodity  pricaa,  i.a.,  to  bold  tbaa  at  apacifiad  l«v«l«  ici  an  attempt  to  . 
atabilisa  or  raiaa  farmars'  ineoaaa.  Sinc«  support  Icvala  bava  baan  aat 
through  the  political  proeea^; - thay  often  have  b««n  at  ▼arianca  with  ■azket 
pricea.  Vhan  a up pott a  are  .wall  abora  mafkat-cl earing  pricea.  fazaara  produce 
■ore  and  coniuscri  uafe  laaa*  thua  exacerbating  «i]ppIy-d«Band  iabalaacea.  Aa  a 
reault^  varioud  type*  of  production  controla  have  becoae  regular  featurea  of 
tha  policy  landacape. 

During  noat  of  tbia  50-year  period.  U.S.  agriculture  waa  producing  only  for 
tha  dooeatic  aarket.  With  foreign  marketfl  only  ainor  outlet*  for  0.8.  fam 
ptoducta,  international  effects  of  the  program!  aa  vfll  as  nacroeconoaic 
policy  affectfl  were  not  major  conaidarationB*  That  changed  »briiptly  in  the 
early  1970a.  Several  forcaa  comibiiiad  to  greatly  iDcrcaBc  global  deaMnd*  and 
U.S.  exporta  grew  from  $7  billion  in  1970  to  near  $M  billiott  in  1981.  Th^ 
accounted  for  one  of  every  three  acraa  of  cropland,  cTvcr  30  cant*  of  every 
dollar  of  farmera*  groii  aalaa^  and  strong  cmploymant  and  incove  gains  acroaa 
broad  aegnanta  of  tha  economy*  Tha  world  mariceta  became  trotendoiaflLy 
important*  not  -only  to  the  farm  sector  but  to  rural  America,  agribuainees.  and 
the  entire  nation.  The  19BI  farm  law  waa  adopted  in  tbia  euphoric  ataoaphere 
and  reflected  tbia  poaitiwe  outlook. 

After  1981,  however,  export  growth  waa  aberply  curtailed.  A  global  receaaion 

■ignificantly  alowed  demand  while  crop*  were  large  and  suppllea  abundant. 
Uith  tba  dollar  appreciating  rapidly  and  loan  rate*  propping  up  falling  . 
cotmodity  pricea,  U,5>  compctitiveneaa  waa  reduced  substantially.  Meanwhile* 
foreign  production  expanded »  some  competitors  increased  use  of  unfair  trade 
practices,  and  the  United  States  lost  a  disproportionate  abara  of  the 
shrinking  world  parka t'.   It  quickly  became  apparent  that  tbe-environMnt  of 
the  1970c  was  atypical*  a  departure  from  longet^term  trenda. 

By  1985,  when  the  currei^t  farm,  b/ll  waa  developed,  export  aalea  had  fallen 
mora  than  SO  percent  from  198 1«  pricea  were  dcwn  and  farm  aaaet  walnea.  bid 
•harply  big bar  during  the  inflationary  period  of  the  197 Os,  were  rapidly 

depreciating   Farmers  most  highly  datbt-1  eve  raged  were'iindeir  scire  re  stress. 
Farm  lenders »  including  the  Farm  Credit  Syaten,  aaw  the  quality  of  tbeir  loan 
portfolios  severely  reduced  and  tbeir  continued  wiability  threatened.  The 
Congrcas  had  to  addreaai  two  critical  economic  realities  £   loat  of  foreign 
market  a  and  declining  export  aaleat  and  maintenance  of  farm  incomea  aa  the 
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financial  bas«  of  the  fam  sector  deteriorated.  It  atteapted  to  do  both.   It 
is  against  this  backdrop  that  fam  policy  issues  continue  to  be  debated  today. 

The  Food  Security  Act  of  198S 

The  aajor  policy  features  of  the  Food  Security  Act  (FSA)  include: 

o  price  support  loan  rates  ntwing  ba^k  towards  ■atket-clearing  lefrela.  • 
distinct  shift  in  fant  policy  direction  recognlxing  the  need  to  boo«t 
exports  through  increased  coapctitiveneBs. 

o  target  prices  and  deficiency  payments  to  provide  direct  support  of 
farmers'  incomes.  Target  prices  remain  relatively  high  to  ease  the 
decline  in  prices  and  asset  values*  but  are  gradually  reduced  10 
percent  over  five  years. 

o  acreage  controls  in  the  form  of  set-asides  and  paid  diversions. 

o  a  long-term  conservation  reserve,  to  both  idle  highly  erosive  fragile 
lands  and  reduce  uneconomic  production  on  those  lands;  45  million 
acres  to  be  enrolled  by  1990. 

o  export  enhancement  programs  to  help  regain  mazket  ahares. 

o  new  authorisation  for  generic  certificates  in  cossMdity  programa. 

While  the  1985  farm  law  contains  significant  inprorvementfi.  especially  in 
address LHg  coapctltivcncss,  conservation,  and  Bdintaining  farm  incomes* 
several  Important  issues  remain   These  include!  the  slow  pace  of  export 
expansion  the  record-high  cost  of  the  progrsms  the  tendency  of  the  progrsBS 
to  <ncourag,e  output  Ia  cscess  of  us^;  and  terg^ting  b«Dellta  to  improve 
efficiency  of  expenditures  and  addreas  ftoci*!  cciiuc^rna* 

AltcmaEive  Policy  Approechee 

Numerous  proposals  to  address  tbe«e  and  other  issues  are  currently  being 
discussed   Hovever  basically  there  are  only  three  distinct  approaches*  each 
having  several  variant*;  high  price  supports  defended  by  direct  or  indiraet 
supply  tontrol*  aarket -clearing  loan  rat«B  vith  cooaodity specific  direct 
psynents  to  suppIeDent  farmers '  incofoes;  and  complete  sepaTSti-On  of  income 
support  froa  ccoiodity  pricing.   The  three  approaches  are  quite  differ enc  in 
their  structure  and  likely  economic  effect*  on  fameri*  conaiaera»  taspajnra. 
rural  cnmmiinities,  agTibuBlneis  and  even  resource  conservation. 

Hlftb  Frlce  Supports /Supply  Control 

This  approach  sets  politicslXy-determined  price  supports  fax  above  ■azkat- 
clearing  lp?cls.  It  then  i'e<iair«a  stringent  production  and  import  eontroln  to 
artificially  short  the  supply  and  maintain  the  high  pricea. 
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Its  effects  would  include: 

o  a  mixed  result  for  f ara  incoae  across  the  sectox — perhaps  nore  incoae 
for  some  crop  farmer s  in  the  short  nm  hut  much  less  for  livestock 
producers. 

o  higher  costs  for  renters  and  new  entrants  as  "rights**  to  produce  are 
bid  into  lAnd  prlcffl^  and  no  increase  in  long'run  return  on  investment 
in  agricultural  resources. 

o  loss  of  cosLpetitlveness  in  foreign  markets  forcing  ahandonment  of 

those  narket^r  to  out   coapetltors:  or  heavy  and  axpanaive  use  of  export 
subsidies  to  nsintaln  some  mazkat  sheras  or  paraoading  othar  grain 
exporting  count rias  to  form  a  cartel  to  aat  pricaa  and  allocate  mazket 

shares. 

o  erection  of  high  trjsde  barriera  around  tha  U.S.  maricat*  andazmining 
our  trade  policy  atance  and  inviting  aggressive  rataliation  affecting 
not  juat  agriculture*  but  all  our  trade. 

o  reduced  employment  and  slowed  national  economic  growth. 

o  huge  costs  to  consumers  through  higher  food  prices*  an  eapacially 
heavy  burden  on  low-income  consumers. 

o  large  taxpayer  coat a*  perhaps  graater  than  for  currant  policy* 
depending  on  the  apacific  program  enacted. 

o  further  deterioratiott  of  rural  commnnitiaa  aa  ona-half  or  more  of  the 
nation^B  cropland  ii  idl.«d«  and  no  positive  af facta  on  promoting  a 
family  farm  agriculture  atructure. 

Market-Clcariuft  l*oan  Eat  as/Direct  Income  Faymenta 

This  is  lArg«l]r  the  approach  embodied  in   the  FSA.  While  there  are  proponanta 
of  scrapping  the  FSA  after  only  one  year,  othera  argue  that  a  more  pragaatic 
approach  is  modification  of  current  policy  to  addreaa  the  remaining  iaauea. 

Suggested  modificationa  include  measures  to  improve  coDpetitivefie«0  of  wheat* 
feed  grAln9  and  eoyb^ans  in  uotld  nark«ta  while  discouraging  uneconomic 
foreign  production.   Further  reduction*  in  baaic  loan  EatrB«  broadening  the 
marketing  loan  program*  greater  use  of  generic  certificstea^  and  acroas-th^^ 
board  export  «ubaidies  frequently  are  proposed «  Othar  nodificetions  aeak  to 
reduce  program  costs  and  improve  effect i^enesa  of  expenditure*  by  lowering 
target  prices*  increaaing  acreage  reductions,  more  stringent  payment  limits* 
and  tighter  prograa  admi«i«tration   StHl  other  changes  would  fiirther 
separate  commercial  from  social  goals  in  tbe  coasodity "^progr^*.  And*  a  filial 
area  for  modification  ia  reducing  interference  of  commodity  programa  (auch  aa 
by  the  0-92  provision)  in  the  buBinesa  decieiona  of  fazmara  who  now  arm  forced 
into  certain  patterns  to  gain  program  benefits. 
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The  effects  of  such  nodifications  to  the  FSA  could  include: 

o  improved  grain  and  oilseed  competitiveness  and  strengthening  of  export 
sales  in  the  short  run  with  perhaps  even  more  important  longer-rxm 
benefits,  foretgn  competitors'  output  determined  by  market  and  not 
U.S.  program  incentives. 

/  .. 

o  some  net  savings  in  program  costs  depending  on  specific  changes. 
Reducing  target  prices  saves  the  most  followed  by  greater  acreage 
reduction.  Payment  limits  and  administrative  changes  only^  have  small 
savings  potential. 

o  farmers  increasingly  responding  to  market  signals  rather  than  programs 
and  steady  adjustment  in  resource  use  and  output  levels  as  the 
decoupling  occurs. 

Overall  effects — such  as  on  farm  income  and  total  program  coats — are  difficult 
to  AsseEG  fully  because  many  of  the  changes  would  have  offsetting  impacts. 
However,  with  itrongor  eipqrts  and  less  reliance  on  programs,  overall  benefits 
for  the  longer  term  should  be  highly  positive. 

SeparatinB.  Incope  Support  from  Commodity  Pricing 

A  relatively  nev  spproach  in  farm  policy  discussions  involves  complete 
separation  o  fam  incone  support  ftoB   commodity  pr^Braa*.  It  sedcs  to  make 
benefits  Tiewtrel  to  liwestment  and  production  decisions   Direct  payments  to 
farmers  would  be  beeed  on  previous  levels  of  coDmodity  productii^n  rather  than 
current  output,  freeing  ffrmcrs  to  respond  to  nerket  signals ♦  Payments  would 
be  reduced  grsduelly  &tmt   time,  and  there  would  be  no  annual  acreage 
reductions,  no  paid  diversions,  and  any  loan  rateA  would  allow  full 
coapetitiveQeas  in  world  markets  and  preclude  CCC  acquisitions. 

There  is  no  experience  with  this  approach.  Its  effects  likely  would  include: 

o  farm  incomes  initially  comparable  to  current  policy  and  subsequently 
to  have  more  upside  potential. 

o  competitiveness  improved  with  loan  rates  well  below  market-clearing 
levels  and  no  acreage  reduction  programs.  • 

o  rural  communities  and  agribusiness  no  longer  adversely  affected  by 
abrupt  progrett  changes  since  year-to-year  acreage  adjustment a  would  bm 
in  response  to  market  forces. 

o  consumer  costs  little  changed  to  lower,  farmers*  production  efficiency 
improved  and  program  administration  greatly  reduced. 


(The  complete  report  is  held  in  the  committee  files.) 
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